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PREFACE 


The bibliography will forcefully convey to the reader an idea of the 
wide approval accorded to this text-book. It is therefore only neces¬ 
sary here to indicate the features which distinguish this, the Seventh 
Edition, from its predecessors. 

The main reason for a new edition was of course to conform the 
text to the x>rovisions of the Companies Act, 1948. This has been 
done, but in addition certain alterations have been made in the subject 
matter of the book. 

The chapter on the " Double Accounts System " has been omitted 
on the ground that, since the nationalisation of the British Railways, 
this subject is of little more than historical interest. The short chapter 
on Banking and Foreign ^j^cha^e has also been omitted, partly 
because the subject is so ^^i^JliQund up with Govewjli^t regulations 
and restrictions that it hardly comes now within tlje ij^fmal scope of 
the accountancy student, and partly because the nece^arily temporary 
nature of many of the restrictions would result in a serious risk that 
the subject matter, if included, would be liable to become (at least in 
part) rapidly out of date. On the other hand, in order to keep abreast 
of modern practice a fresh chapter has been included on Consolidated 
Accounts, and though, in the limited space available, it has been 
possible to deal only with the general outline of the subject and the 
more important of its principles, yet it is hoped that what has been 
included will be sufficient for the purpose of the students for wiiom 
this work is primarily written. 

¥, D. Morris. 

A. K. Fison. 

October, 1951. 
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Chapter I 


SINGLE ENTRY 

The advantages of Double Entry and the disadvantages of Single 
Entry book-keeping have been dealt with in the elementary text-books, 
and need not be discussed here. 

Definition.—The term Single Entry " signifies that the method, 
or lack of method, employed in recording the transactions of a business, 
fails in some essential to deal with the two-fold aspect of every transac¬ 
tion ; in other words, that the double-entry maxim “ every debit 
must have its credit is ignored. Single-entry book-keeping is merely 
defective book-keeping. Pure single entry is seldom found in practice; 
at the very least a Cash Book will be kept. 

A typical set of single-entry books usually comprises {a) Ledger for 
keeping the i)ersonal accoxmts of debtors and creditors; (6) Sales 

Book, the details being posted to customers' personal accounts. If 
no actual book is kept the sales are entered direct from the invoices. 
No posting is made of sales totals, (c) Single-column Cash Book. 
Items relating to personal accounts are posted, but no postings are 
made to nominal accounts, (d) Creditors' accounts are posted from 
a wiLste book, no Purchases Book being kept ; (^) Discounts allowed 
and received are entered direct in the personal ledger accounts, no 
otlier records being made. To some extent, therefore, single entry is 
a composite method. But it provides no check ensuring accuracy, 
and no classified information, both of which are essential to a scientific 
system of book-keeping. The trader's financial position can be ascer¬ 
tained only by means of a Statement of Affairs. 

Ascertaining Profits under Single Entry.—If no books at all were 
kept, it would still be possible, theoreticxilly, to ascertain the profit 
for a particular period by calculating the increase in the net value of 
the assets at the end of the period over the net value of the assets at 
the beginning of the period, adjustments being made for any amounts 
paid in or withdrawn by the proprietor during the period. If we could 
assume that the assets and liabilities were accurately recorded, both at 
the beginning and the end of the period, then the resulting profit or 
loss so ascertained would be the same as that shown by a Profit and 
Loss Account prepared from books kept on double-entry principles. 
But no details as to how the profit was made, or what the expenses 
were, would be available, and comparisons with previous periods would 
be impossible. Apart from these grave defects, it would be found in 
practice that the data necessary for the preparation of an accurate 
inventory of assets and liabilities at any date would not be available by 
such loose methods. 

I 
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HIGHER P3OOK-KEEPING AND ACCOUNTS 


Conversion into Double Entry. —The most satisfactory way of pre¬ 
paring accounts from single-entry books is to instal a double-entry 
system. A Statement of Affairs prepared at the date of installation 
would provide the basis for the opening Journal entries; and it would 
also determine the profit for the past period, if the capital at the begin¬ 
ning of that period were known. 


lllusiraiioii--}. Young commenced business on January i, with 

a cash capital of ;f|T,ooo, with which he opened a business banking account. 
He kept a personal ledger in which he recorded all transactions with custo¬ 
mers and wholesale houses. All payments were made by cheque and all 
receipts banked. At December 31, iq..., he found that he owed ;£55o, and 
had owing to him His Stock, valued at cost price, was ;f350, and his 

Bank Balance was £2^0. Other assets valued at cost were: Fixtures, ;ti5o; 
Motor I.orry, £^00 \ Rent paid in advance. £50. He had drawn regularly £^ 
per week during the year, but owing to difficulty in collecting book debts he 
liad to pay in an additional /300 capital during December. 

(1) Calculate his profit for the year, w'riting off 8% per annum on the 
fixtures and 20% per annum on the motor lorry. Interest on opening Capital 
to be computed at 5%. 

(2) Prepare a Statement of Affairs as at December 31, 19..., with a 
view to opening a set of books as from the following day. 


J. Young. 


STATEMENT OF PROFIT, DECEMBER 31. 19... 



1 1 

A. 

d.' C 


£ 



C 

s. 

d. 

Creditors 

i 


1; 550 : ; 0 

Fi-\turcs, at < ost 

150 

0 

u 



Capitiil as at jan. i . 
Add caslk paid iu . 

i 1,000 
! 300 

0 


Less l>rprceiation 

; 13 

0 

0 





® 1 .1 





130 




- 

—!! 1,300 :oio 

Motor Lorry, at cost 

; SOO 

0 

0 








Leas l.)c]>rrciation . 

100 

0 

0 







H i,8so,o!o 


-- 

— 

— 

400 

0 

0 

Balance carried down 



1' <*«>8 I 0 ! 0 

i ! 

Pavmoiitsiu advanr.e 




50 

0 

0 




Stock 




350 

0 

0 


, 


ii 1 ; 

Debtors 




1,400 

0 

0 


|l 

j 

i| . 1 

Ii i ' 

Cash at Bank . ! 

i i 



250 

0 

0 



1 

Drawings . . j 

i 

1 



260 

0 

0 


1; 1 


1: £2,848 i 0 j 0 


i 



£2.848 

0 

0 

Interest on Capital . 

j' 1 

|i 

i 

!' I ' 

’! ! 

!: 50 1 0 1 0 






1 


Net Profit 

ii 


ii j 0 ! 0 

Balan{:e brought down 




998 

0 

0 




Ij £998 ! 0 1 0 





£998 

0 

0 




L.J‘ .... ’ ' 









The items in the vStatement of Affairs can now be journalised 
and posted to a Private Ledger, The cash balance will be the first 
entry in the Cash Book. The existing Sales and Bought Ledger 
balances will be agreed with the schedules, and the totals of the 
schedules with those in the Statement. Subsidiary books, such as Sales 
Book, Purchases Book, Returns Book, Petty Cash Book, will be brought 
into being, and instructions be given that adequate records of aU 
transactions shall be kept, and that no entries shall be made in the 
Ledgers except by posting from a book of original entry. 
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J. Young. 

STATEMENT OF AFFAIRS, DECEMBER 31, 19... 


Liabilities. 

L 


d. 

£ 

s. 

Creditors 




550 

0 

Capital Account as at 






Jan. I 

1,000 

0 

0 



Add Cash paid in 

300 

0 

0 



Add Interest on 






Capital 

.•)0 

0 

0 



Add Net Profit 

9.48 

0 

0 




2,298 

0 

0 



Less Drawings 

2(io 

0 

0 

1 



j —.— 

‘ - 

— 

2,038 

0 


i 



^,2.588 

0 


----- 



— 

—.. 


— 

Assei s. 

£ 

s. 

d. 

£ 

s. 

d. 

Fixtures . 




138 

0 

0 

Motor Ltirry 




400 

0 

0 

Payments in advance — 







Kent 




■iO 

0 

0 

StcM.;k 




3.SO 

0 

0 

DebUirs 




1,400 

0 

0 

Cash . , . i 

! 

i 

1 

! 

i ! 

i 


250 

0 

0 


1 ■ * 

! 1 ' 

1 /:2,58s 

! ° i 

1 ° 


Conversion by Completion of Double Entry. —In some cases it will 
be possible to prepare an approximately correct Profit and Loss Account 
by carrying through the double entry in detail, as, for example, where 
a Cash Book lias been correctly posted to the Sales and Bought Ledgers; 
Sales and l^urchases Books have been kept; Discount has been re¬ 
corded, and Returns and Allowances have been entered in special 
books. It will then be necessary to open Nominal Accounts; complete 
the postings of ex]^ense accounts, etc., from the Cash Book; and 
record the impersonal aspect of the transactions with debtors and 
creditors by totalling the Sales and Purchases IBooks, crediting a Sales 
Account with the sales and debiting a Purchases Account with the 
purchases. Generally, however, it will be impracticable to complete 
the double entry in detail, and the figures for sales, purchases, expense 
items, etc., will have to be found by analysis and total accounts. The 
accuracy of the accounts will, of course, depend uj^on the accuracy of 
the original records. Where, e.fi. cash receipts are not banked intact, 
but partially used for making petty cash and other payments, the 
comj)leteness of the records will largely dejiend on the tenacity of the 
proprietor's memory. Where no Sales and Purchases Books have 
been kept, the sales, purchases, returns, etc., can be ascertained by 
analysing the Personal Ledgers, or by summarising the duplicate copy 
sales, invoices, etc. When accounts have been raised for Cash, Total 
Debtors, and Total Sales, and the double entry has been completed, a 
Trial Balance can be extracted, adjustments made, and accounts pre¬ 
pared in the usual way. 


Illustration. —J. Young (see previous illustration) desires a Trading and 
Profit and Loss Account for the year ended December 31, 19..., and a Balance 
Sheet as at that date for submission to the Inspector of Taxes. With the 
exception of the I’ersonal Tvcdger (entered up on the slip ’* system from 
invoices, credit notes, counterfoil cheques, etc.) and the Bank I*ass Book, he 
has kept no books, except a l^etty Cash Book. 

Since all cash received is banked and all payments are made by cheque, 
the Pass Book will serve f<*r the analysis of cash ; and an analysis of the 
Personal Ledger will give details of sales, purchases, etc. Loose sheets ruled 
with columns, each appropriately headed, will be used for the analysis. 

The following are the results of the analysis:— 






HIGHER BOOK-KEEPING AND ACCOUNTS 

ANALYSIS OF CASH (BANK) BOOK. 


Rrit'KiPT.s, 


]*• 


{ 


\d. 

1 PAVMENT.S. 

£ 

1 ^ 

d. 


5 

r* 

Capital paid in Jan. i 


1 


1,000 

1 ^ 

i 0 

1 Purchase of Fixtures . 


j 

1 

150 

0 

10 

Additional Capital 




300 

0 

0 

' i*urchase of Lorry 




500 

0 

' 0 

Received from Debtrirs 




^.080 

0 

0 

Rent 




230 

0 









Drawings . 




260 

0 

0 








Wages 




300 

0 

0 








Trader Expenses (de- 














tailed) 




670 

0 

0 








Petty Cash 




XO 

0 

0 








Paid to Creditors 




1,990 

0 

0 








Balance, Dec. 31 . , 




250 

0 

0 


1 



6t,.3»o 

'*1 

0 

i 




(C4.380 

0 

0 

ANALYSIS 

OF SALES 

LKHCER ACCOUNTS. 





Debits. 

L 

1 

s.\ 

d. 

! i 

’ 

s. 

d. 

Credits. 

L 

s. 

d. 

£ 

S. 

J. 

Sales 


i 


1 4.boo 

0 

0 

Cash received 




3,080 

0 

0 


i 

I 


! 



T>isoounts allowed 




30 

0 

0 



1 


1 



Returns 




50 

0 

0 



i 


i 



C'ontras (Bought Led- 














gcr) 




40 

0 

0 


i 

1 


: 



Balances, Dec. 31 




1,400 

0 

0 

i 

i 

1 

1 

^4.bO<) 

7| 

0 





44,600 

0 

0 








_ • . _._ 



■ 

_ 




ANALYSIS OF PlTRCllASES LF.nC.KU ACCOUNTS. 


Debits. 


..j 

£ 

s. 

d. 

Credit.s. 1 

4 

S, 

d.\ 

c 

s. 

d. 

Cash paid 

! 1 

1 1 


1,090 

0 

0 

T^urchases 




2,6X0 

0 

0 

Discount received 

j 

. 

10 

0 

0 








Returns . 

I 1 

1 

20 

0 

0 








Contras (Sales Ledger) 

j i 

1 

40 

0 

0 








Balance.s, J.)ec. 31 

! 

; 1 
i 

1 

oj 

0 




1 

I 




1 

1 1 
! 

42,610 1 0 

0 




I 

j' 

42,610 

0 

0 

— ■■ — ... 


-rr_=11-- 

-1.. 


- -. . 

- ■ 





L-: 


Accounts should be opened for Cash, Total De])tors, 'I'otal Creditors, Sales, 
Purcliases, etc., and the above results journalised and posted. A Trial Balance 
will then result as follows:— 


J. Young;. 


TRIAL BALANCE, DECEMBER 31, 19... 


J. Yoiinpr, Capital Acrouiit . 
Drawings .... 
Fixtures .... 
Motor Lorry 
Cash at Bank 

Debtors .... 
Creflitors .... 
Sales .... 
Sales Returns . 

Purcha.ses 
Purchases Returns 
Discount allowed 
Discount received 
Rent .... 
Wages .... 
Trade Expenses (detailed) . 
Petty Expenses (Petty Cash) 


Dk. Cr. 


1 

L 

s. 

d. 

1 

s. 

d. 




1,300 

0 

0 

2bo 

0 

0 




150 

0 

0 




SOO 

0 

0 




2.so 

0 

o 




T,40U 

0 

0 

5 so 

0 

0 




4.600 

0 

0 

.so 

0 

0 




2,610 

0 

0 

20 

0 

0 

30 

0 

0 

10 

0 

0 

250 

0 

0 




300 

0 

0 




670 

0 

0 




10 

0 

0 




46,480 

0 

0 

46,480 

0 

0 
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J. Young. 


TKADING AND PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 

DECEMBER 31, 19... 


Uk. 


Cr. 


To Purchases (less Ke- 
turns) 

„ VViiRes 

„ Halance carried 
down beiriiu i!^rt>ss 
profit 


To Rent . 

,, I rade ICxponses . 
,, Sundry Expenses 
,, nisconnt 
,, J depreciation— 
Fixtiirfis . 

Motor l-orry . 

„ Interest on Capital 
„ Net Profit . 


£ 

X. 

d. 

1.. 

£ 

s. 

d. 


£ 

s. 



S, 

d. 






By Sales (less Returns) 




4,550 

0 

0 




2,590 

0 

0 

,, Stock . 




SS" 

0 

0 




HOO 

' 

0 












2,010 

0 

0 











/J 4 . 9 <^ 

0 

0 





44,000 

0 

_o 




200 

0 

0 

By Balaucr broupbt 










670 1 


0 

down 




2.010 

o' 

' 0 




i 

1 o| 

1 






1 

1 




1 20 

”1 

i 

' i 


! 

! 

1 

! 

1 


! 

i 

22 

0 

0 

I 


i 

1 

i 


i 

i i 

1 



100 

0 

0 

1 

i 


ii 1 

i! 


! 

— 


:—[ 

i 1 

0 1 

0 

1 







1 50 

0 ; 

0 







■ i 

i 

0 

... 1 

0 

j: 



j 

i_ 


ll 

; 42,010 

0 j 

0 

ij 


42,010 

io 

!... 

h 


The Balance Sheet will, of course, be the same as in the previous illustration. 


EX AMIN A1T ON QUEST I ON S. 


1. Name some of the defects of single-entry book-keeping. [National 
Union Teachers.) 

2. In a firm where nothing beyond a Cash Book has been kept and stock 
taken, you are recpiired to prepare a Balance Sheet, Trading, and Profit and 
Loss Accounts. Describe your methods. [Incorporated Accountants.) 

3. The books of a business have been kept by single entry. They are made 
up to a date, stock has been taken and valued, and it is desired to convert them 
into double entry. Explain how this is to be done. [Chartered Secretaries). 

4. A retail trader liad not kept proper books of account, but from the following 
details you are required to ascertain the profit or loss for the year ended December 
31, iq..., and also to prepare Statement of Affairs at that date: 


Stock-in-trade 




Tan. I, 19... 
£ 

1,670 

Dec. 31, iq. 

1,^50 

Sundry Creditors 


. 



1,400 

Sundry Del>tc)rs . 




1,1 20 

1,050 

Cash in hand 




25 

T20 

Bank Overdraft . 




2,020 

1,940 

Bills Receivable . 




. 1.505 

1,420 

Fixtures, Fittings, etc.. 




150 

150 

Motor Van 




190 

190 


The drawings during the year amounted to £260. Depreciate Fixtures, etc., 
by 10%, write ^30 off Motor Van. As regards the Debtors, it is ascertained that 
£50 is irrecoverable and a further j)rovi.sion of 5% should be made. Also provide 
£jo in respect of Bills Receivable. 

5. You arc instructed by a client to convert his single-entry system into one 
of double entry. How would you proceed? Give entry or entries based on the 
following statement of Assets and Liabilities:— 
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Liabilitiks. 


Assets. 



£ 

s. 

d. 


£ 

S. 

d. 

Sundry Creditors 

2,14b 

9 

2 

Sundry Debtors 

. 3.596 

7 

2 

Loans 

500 

0 

0 

Cash 

561 

9 

2 

Bills Payable 

. 1.685 

4 

9 

Stock 

1.924 

2 

8 

Bank T.oan 

500 

0 

0 

Furniture . 

187 

0 

0 





Premi.ses . 

2,000 

0 

0 


{Chartered Accountants.) 


6. Robert Webber keeps liis books by the single entry method. His financial 
position on January i was as follows:— 

Cash in hand, £\i los.; Stock-in-Trade, j£642 15s.; Fixtures and Fittings, 
/S9: Cash at Bank, ;^i 53 : Sundry Debtors, ^^421 105.; Machinery and Plant, 
: Sundry Creditors, ^fi.iog 15s. 

During the year Robert Webber withdrew from the business, for private 
purposes, the sum of ;f48o. 

On December 31, Webber’s financial position was as follows:— 

Machinery and Plant, 1,350 105.: Fixtures and Fittings, ;f8o tos. ; Sundry 
Debtors, ;£732 ; Stock-in-Trade, ;i95o 105.; (^ash in hand, /15 ; Bank Overdraft, 
Sundry^ Creditors, /i,400 105. 

From the above particulars, prepare a Statement showing the profit made by 
Webber for the year ende<l December 31. Wlien preparing this statement, no 
depreciation need be written off any of the assets, and no provision for Bad and 
Doubtful Debts is necessary. (London Chamber Commerce.) 

7. You are instructed by T. Jones, who keeps his books by single entry, to 
prepare a Profit and Loss Account of his business for the year ended September 
30, 1951, together with a Balance Sheet as on that date. 

Upon analysing the Cash Book for the year, you find the following, viz.- 

Bank Overdraft at October i, 1950, /<Soo; Interest on above and Bank 
Charges, £1^ ', T. Jones’s l.)rawiiigs, ;^40o; Manager’s Salary, £200; Salaries and 
Wages, ;^i,50o; ()ther Business Expenses, 1,585; Paid to Trade Creditors, 
;f3.ooo: Balance at Bankers, September 30. 1931, /•185; Balance in hands of 
Cashier, September 30, 1951, /15; Received from Trade Debtors, £5.000; Re¬ 
ceived from Cash Sales, £3,000. 

T. Jones's ('apital at October 1, 1950, was £7,000. 

His Stock on hand on October 1, 1950. was £t,8oo, and on September 30, 
^951, £2,044; his Oeditors on October i, 1950, £t,6oo, and on September 30, 
^95T, £1,100; his Debtors on October 1, 1950, £4,400, and on September 30, 1951, 
£0,ooo; his Furniture on October i, 1950, £200, and on September 30,1951, 
£200; his Business Premises on October i, 1950, £3,000, and on September 30, 
1951. £3.000. 

You are to allow 5% interest on the balance of Capital at October i, 1950, to 
provide £300 for Doubtful Debts, and to charge 5% Depreciation on Business 
Premi.ses and Furniture. 

In addition to the £200 salary already paid to the manager, he is entitled to a 
commi.ssion of 5^/^, upon the net profits, after charging such salary and commission. 

Make provision for this commission, and prepare the accounts as instructed. 
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SELF-BALANCING LEDGERS 

Definition. —In the usual course, as the student is aware, the com¬ 
pensating double entry for a ledger posting is contained in some 
subsidiary book, e.g. in a personal ledger account, goods debited are 
offset by a compensating credit in the Sales Journal, and cash credited 
by a debit in the Cash Book, and so on. The term self-balancing ledger, 
on the other hand, expresses the fact that the double entry has been 
completed within the ledger itself. The obvious corollary to this 
procedure is that the extraction of all the balances from that particular 
ledger will result in a Trial Balance proving the arithmetical accuracy 
of the posting of the ledger at any chosen date. 

Procedure.— To achieve the result indicated above, every debit 
appearing in the accounts in a particular ledger is duplicated by a 
credit, and every credit by a debit, in a Control Account, usually kept 
at the end of the ledger. The ('.ontrol Account thus contains a 
summary, in totals, of all the detailed debits and credits appearing in 
the individual accounts in the ledger. It will be clear, therefore, that 
the balance of the Control Account should be equal, and opposite, to 
the net difference between all the other balances. 

In addition to proving the arithmetical accuracy of the postings, 
the Control Account is also useful, inasmuch as it enables the total 
of the balances contained in a ledger to be cjuickly ascertained without 
the labour of extracting all the individual balances. In other words, 
it readily shows the total debtors and creditors on that particular ledger 
at any desired date. 

The system described is usually adopted where a business has more 
than one Sales or Bought Ledger. In cases where the ledgers are 
numerous, the search for a '' difference in the books ” may well prove 
long and tedious. If the ledgers are “ self-balancing,*’ the error can be 
localised in the particular ledger which is at fault, and much time is 
thereby saved. 

The system is also frequently used in cases where the Private 
Ledger is written up periodically by one of the partners, or the firm's 
accountants, and it is desired to extract a Trial Balance without dis¬ 
closing the contents of the Private Ledger to the office staff. A figure 
can be supplied for incorjDoration in the general Trial Balance represent¬ 
ing the net result of all the balances contained in the Private Ledger. 

The principle involved in these accounts is identical with that 
employed in “ Total Debtors " or “ Total Creditors " Accounts, which 
are operated as follows:— 

Assume a business with one Sales Ledger and one Bought Ledger. 
By means of analysis columns in the Cash Book, the total cash posted 
to the debit, or credit, of the individual personal accounts in the Bought 

7 
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4j - 

c 



and Sales Ledgers can be con¬ 
veniently collected and posted in 
periodical totals to the debit or 
credit of the Total Accounts." 
Thus cash received from customers 
would be posted in detail to the 
credit of their personal accounts 
in the Sales Ledger, and, at the 
end of the month, quarter, or 
other period, the Sales Ledger 
column in the Cash Book would 
be posted in total to the " Sales 
Ledger Total Account/' or 
" I'otal Debtors' Account." 

Discount, Sales, Purchases, 
Returns, eic., would be similarly 
treated by the provision of 
analysis columns where neces¬ 
sary. Any items j)osted from 
the Journal, such as bad debts, 
contras, etc., would also be dealt 
with twice, viz. once in the 
Sales or Bought Ledger (Personal 
Account), and once in the Private 
Ledger (Total Account). Thus the 
Total Debtors' .Account would 
contain, in total, all the items 
debited or credited in detail in the 
Sales Ledger, and in extracting a 
Trial Balance the figure on the 
Total Debtors’ Account would 
be included. The accuracy of 
the Sales Ledger balance would 
be proved by its agreement 
with the I'otal Debtors' Account 
balance. 

This method involves what may 
be termed * ‘ triple entry," since cash 
received, for example, is credited to 
the personal account of the debtor, 
debited in the Cash Book, and also 
credited in the Total Debtors’ 
Account. It may be that it was 
the desire to complete the double 
entry, even though it involved 
" quadruple entry," that led to the 
raising in the Subsidiary Ledger of 
a Control Account similar to the 
Total Account in the Private 
Ledger, but compensating the 
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latter account in that it contained the same items but on the opposite 
sides. 

Construction of Control Accounts. —Control Accounts are raised in 
the following manner:— 

The Purchase and Sales Journals, other subsidiary books, and the 
Cash Books are posted in detail to the Sales or Bought Ledgers in the 
usual w^ay. Periodically (e.g, every six months) these subsidiary books 
are analysed so as to show the total debits and credits posted to each 
individual Sales or Bought Ledger. The various totals of the items 
debited to any Sales or Bought Ledger are then credited to the Control 
Account contained in that ledger, and arc debited to the Control 
Account in the General (or Private) Ledger. For example, the entries 
in the Sales Journal will be posted in detail to the personal accounts in 
the Sales Ledger, and the total will be credited to the Sales Accotint 
in the General Ledger. This total will then be journalised as follows;— 

Sales Ledger Control Account. Dr. 

(the account in the General Ledger). 

To General Ledger Control Account 
(the account in the Sales Ledger). 

For credit sales for the period. 

The totals of all the subsidiary books will be similarly treated, and 
it is essential that all items must first pass through a book of original 
entry. But if all the subsidiary books, and the Cash Book, are pro¬ 
vided with analysis columns, as they should l)e, tlie periodical analysis 
will not, of course, be necessary. Transfers between different Sales or 
Bought I.edgers must hrst be recorded in a fransfer Journal ruled as 
shown on p. 8 (assuming that three Sales Ledgers and two Bought 
Ledgers are employed). 

It is not considered necessary to show rulings of the other sub¬ 
sidiary books with analysis columns, since these take the ordinary 
form, with analysis columns added for the several ledgers to which the 
detailed items are posted. 

Alternative Methods :— 

(a) The items in each book of original entry may be analysed. 
This involves some method of distinguishing the items posted to the 
various ledgers. If, say, there are three Sales Ledgers, they could 
be allotted code letters, e.g. A, B, and C. In posting to the ledgers, 
the clerk would insert the code letter as well as the folio of the 
account to which the item was posted. Or, when checking the post¬ 
ings, different-coloured inks could be used for the various ledgers, 
thus facilitating periodical analysis. 

(b) Separate books of original entry and Cash Books can be used 
for each ledger. This is a further extension of the analysis column, 
or tabular system. Thus, all cash received from customers in the A 
Sales Ledger would be entered in the A Sales Ledger Receipts Cash 
Book, all sales to A Ledger customers in the A Sales Journal, etc. 

(c) Where posting is effected by machine, the total of one batch 
of postings made to one set of Ledger cards, obtained from the strip. 
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is printed on the control card. There are several variations of this 
method, which is, perhaps, the only practicable one where the 
personal ledgers are very numerous, e,g, lOO or more, as there some¬ 
times are. 

Illustration .—The following is an example of a Sales Ledger Control Account 
as appearing in the General Ledger, and the General Ledger Control Account as 
kept in the Sales Ledger. 


SALES LEDGER CONTROL ACCOUNT. 

Or. Cr. 


19... 



i 


d. 

19... 



£ 

5 . 

d. 

Jan. I 

To Balance brought 





Jan. I 

By Balance brought 






down 


6,216 

10 

7 


down . 


43 

6 

8 

June 30 

To Sales 


12,470 

3 

4 

lune 30 

By Cash 


11,760 

2 

X 

ft 30 

„ Cash 


* 7:2 

2 

M 30 

Discount . 


211 

3 

0 

** 30 

„ Balance carried 





» 30 

„ Bills Receivable 


70 

0 

0 


tlown 


50’ 4 

6 

„ 30 

„ Returns . 


196 

0 

10 



i! 



>. 30 

„ Contras . 


22 

0 

0 



1 




«* 30 

„ Bad Debts 


1.5 

2 

6 



j 




.* 3 « 

„ Balance carried 




i 


i j 





1 down . 


6.4 3h 

! 5 

6 


I i 
: 1 
' t 

£18.754 

0 

7 




£18,754 

0 

7 

19... 


! 




19..- 





i 

July 1 

To Balance brought 

i 




July 1 I 

By Balance brought 




i 


down 

i 

6 , 43 <> 

s 

i 

6 


down . 


50 

4 

! « 


GENERAL LEDGER CONTROL ACCOUNT. 


Dr. 










Cr. 

19... 



C 

5. 

d. 

19 .. 



£ 

5. 

d. 

Jan. I 

To Balance brought 





Jan. I 

By Balance brought 






down 


43 

6 

H 


down . 


6,2x6 

10 

7 

June 30 

To Cash 


11,760 

2 

1 

June 30 

By Sales 


12,470 

3 

4 

.. .30 

„ Discount . 


211 

3 

0 

„ 30 

„ Cash 


17 

2 

2 

„ 30 

„ Bills R€!ceivablc 


70 

0 

0 

30 

„ Balance carried 





„ 30 

„ Returns . 


196 

0 

10 


down . 


50 

4 

6 

.. 30 

„ Contras . 


22 

0 

0 







.. 30 

„ Bad Debts 


15 

2 

6 







30 

„ Balance carried 












down . 


6,436 

5 

6 










418,754 i 

0 

7 




£* 8 . 7.54 

0 1 


19... 



i 



19... 






July 1 

To Balance brought 





July I 

By Balance brought 






1 down 


1 50 

1 

.4 

6 

1 

down 

1 

6,436 

5 

6 


The Control Accounts described in this chapter were at one time 
known as “ Adjustment Accounts," but the expression '* Adjustment 
Account " used in this connection is now practically obsolete. 

EXAMINATION QUESTIONS. 

1. Frf)m the following particulars prepare the Bought I.,edger Control Account 
as at March 31, 19..., as it should appear in the General Ledger, and bring down 
the balance :— 

March i, Total Creditors' Balance, /6.26r 105. 6 d. March 31, Purchases, 
7,767 14.9. 4^. ; Discounts Received, 105. ^d. ; Transfer to Credit of Sales 
Ledger Account, ^76 5s. pd.; Bills Payable, ^^400; Returns, Outwards, 12 105. 4^. ; 
Cash Paid, ;fi5,534 iis. 2d. 
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2. From the following particulars prepare the Sales Ledger Control Account 
as it will appear in the General Ledger for the month ended May 31, 19... :— 

May I, Balances, jfs.ooo; Sales, ;£38,ooo; Returns Inwards, £150; Cash 
Received, Bills Receivable, £2,000; Bad Debts, £60; Allowances 

made to Customers, £10; Bills Receivable, dishonoured, £140; Contra Accounts 
in Bought Ledger transferred, £370. (Institute of Book-keepers.) 

3. A limited company has in operation a system of sectional balancing in 
regard to its Sales Ledgers, five in number, as a whole. 

You are requested to advise as to any changes necessary or desirable in the 
accounting system which will, by analysis of the transactions, enable each of 
these ledgers to be separately balanced. Give your advice accordingly. 
(Chartered A ccountants .) 

4. From the following particulars prepare the General Ledger Control Account 
in the Sales Ledger; as at September 30, 19..., and bring down the balance :— 

Sales, £17,000; Bills Receivable, £Cio; Returns, £i 05 \ Dad Debts, £73; 
Dishonoured Bill, £^60; Cash Received, 13,020: Discounts, £40; Transfers 
from Bought I.redger Contra Accounts, £1,970; Opening Debtors, £1,140. 

5. From the following particulars wTite up the Bought Ledger of G. Rosser, 
and agree the list of balances as on July 31, 19..., by preparing a Bought Ledger 
Control Account:— 

Credit Balances, Juty 1, iq... ; J. Smithson, £%4 17s. 2d.; A. Robinson, 
£193 6s. Hd.; D. Dickinson, ;^I4 us. yd.; T. Johnson, £72. Debit Balance, 
July I, 19...: G. Williamson, £13 los. 

19... July 2 : Purchased goods from A. Robinson, ;fi24 3s. gd. July 3 : 
Purchased goods from T. Johnson, £37 45, 6d.; Received cash from G. Williamson 
for returns, £13 los. July 5 : Paid J. Smithson, £82 145?. gd. ; Discount allowed 
by him, £2 2s. 3d.; Goods returned to T. Johnson, £27 11s. July 6 : Purchased 
goods from D. Dickinson, £183. July 9 : Accepted D. Dickinson's draft at three 
months, £130: Paid him, £49 iis. 7^. July 12 : Paid A. Robinson on account, 
£96; Discount allowed by him, £4; Paid T. Johnson, £joi 13s. 6d. July 16: 
Purchased g<;ods from T, Johnson, £88 6s. 3d. ; Purchased goods from I>. Dickin¬ 
son, £217 45. ii(/. July 25 : Paid D. Dickinson on account, £37 4s. iid. July 
31 : Purchased goods from A. Robinson, £43 85. 2d .; Returned goods to D. 
Dickinson, £13 13.9, 8^/. (Chartered Accountants.) 

6. From the following particulars prepare the Sold Ledger Control Account in 
the General Ledger for the month ended July 31, 19... :— 

Sold Ledgkr.—J uly j, 19..., Debit Balances, £3,000; Sales, £32,000; 
Returns Inwards, £120; Cash Received, £20,930; Bills Receivable, £2,000; 
Bad Debts, £180; Bills Receivable dishonoured, £150; Discount allowed to 
Customers, £60; Contra Accounts in Bought Ledger transferred, £400. (Institute 
of Book-keepers.) 



Chapter III 


TRADING, MANUFACTURING. AND PROFIT AND LOSS 

ACCOUNTS 

I. Trading and Manufacturing Accounts. 

As the student is aware, when an agreed Trial Balance has been 
extracted from a set of books at the close of a financial period, the next 
step is to ascertain the trading results achieved. Occasionally, this is 
done b}^ preparing a single Profit and Loss Account, but more frequently 
by dividing the account into two or more sections in order to show: 
(a) the gross profit or earnings, and the real or ne^ profit for the 
period. 

Frequently, a third section is added which shows how the net profit 
for the period has been appropriated. It is essential in a manufactur¬ 
ing business, if an efficient check uf)on the manufacturing process is to 
be maintained, to show the gross profit earned by manufacture. 

Construction.—Answ’ors to examination questions called for the 
preparation of a set of accounts from the ledger balances and informa¬ 
tion given always reveal differing figures of gross profit; and it must 
be admitted that in the commercial world also scant uniformity is 
observable in the apportionment of the various charges as between 
gross and net profit. In the absence of definite instructions, and in 
view of the debatable points in this connection, the student will be 
wise to confine his Trading or Manufacturing Account to those items 
which directly affect the prime cost of purchasing or producing the 
articles sold, and to deal with all selling, distribution, and overhead 
charges in the Profit and Loss Account. 

By Prime Cost in this connection is meant:— 

(rt) In a non-manufacturing concern, the balance of an account 
wherein, on the debit side, appears: (a) initial stock, [h) net pur¬ 
chases, i.e, less returns, (c) warehouse wages and expenses, (d) carriage 
inwards; and, on the credit side: (e) sales (net) and (/) final stock. 
Items which do not vary directly with the sales shoulcl be excluded. 
An account prepared on these lines will show the ratio which the 
gross earnings bear to sales. 

(b) In a manufacturing concern, the account should include, on 
the debit side: [a) initial stock and work in progress, {b) raw 
materials purchased (net), (c) factory wages and expenses and factory 
manager's salary, (d) carriage inwards, [e) factory power, lighting, 
heating, rent, and rates; and, on the credit side: (/) sales (net) 
and (g) final stock and work in progress. 

12 
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Where the information given in an examination question indicates 
that other charges arc divisible between manufacture and distribution, 
suitable apportionments must, of course, be made, as explained on 
P. 25. 

Basis Must be Consistent.—The most important information fur¬ 
nished by a series of Trading or Manufacturing Accounts is the ratio 
of gross profit between period and period. It is therefore essential 
that the account should be constructed upon a consistent plan, other¬ 
wise comparisons will be valueless. In the absence of exceptional 
circumstances the ratio of gross profit should not vary, except within 
narrow limits. If wide fluctuations in the ratio of gross profit to turn¬ 
over should occur, immediate investigation should follow, since such 
fluctuations may arise from defalcation, pilfering, faulty buying, or in¬ 
accurate stock valuations. 

Non-Manufacturing Concerns.—Where all goods are purchased 
ready for sale, and no manufacturing is done, the construction of the 
Trading Account usually follows the simple lines indicated above, and 
illustrated in the solution on p. 18. This form of account, if con¬ 
sistently adhered to, will, in most cases, enable the necessary com¬ 
parisons to be made, more particularly the ratio between gross ])rofit 
and sales. It is true that the 'Frial Balance will prolxibly contain items 
that do not enter into the cost of the goods, e.g, depreciation. Such 
charges do not, however, mov^e in sympathy with the turnover, and, 
unless he is instructed to the contrary, the examination candidate will 
be wise to confine them to the Profit and Loss Account. 

Manufacturing Concerns.—In a manufacturing business the Work¬ 
ing or Manufacturing Account usually contains much more detail than 
the Trading Account dealt with above. The actual cost of the goods 
sold by a merchant is fixed by his invoices, but the manufacturer can 
ascertain the cost of his goods only by careful accounting. 

{a) In the majority of cases manufacturers prepare a combined 
Manufacturing and Trading Account. This deals with the costs 
of manufacture and the resulting sales. But accounts in this form 
fail to show the actual manufacturing profit. 

(b) In other cases a Manufacturing Account is prepared which 
is strictly confined to ascertaining the actual cost of the goods made, 
without reference to the current market price of similar goods. 
Then the account .shows neither profit nor loss, and the balance, 
representing cost, is transferred to a Trading Account which includes 
sales and the relative distribution costs. The balance of this account 
is then carried to a Profit and Loss Account in which the net profit 
for the period is determined. 

(c) In yet other cases the Manufacturing Account is charged 
with all costs of production on the usual lines, and is credited, at 
current market values, with the goods produced. The resulting 
balance shows the manufacturer's factory profit or loss on the basis 
of current market prices. The goods made are debited to the Sales 
Department at the current market price just as though they had been 
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purchased from outside sources. The results shown by both the 
manufacturing and sales departments are finally transferred to the 
Profit and Loss Account. 

Blankshire Blast Furnaces, Limited. 


MANUFACTURING ACCOUNT FOR THE YEAR ENDED 
DECEMBER 31, 19 .. 

D*. Cr. 


£ s.d. 

£ 

i 

s. 

d. 

£ s.d. 

£ 

5 . 

d. 

To Materials consumed *:— 




By Sales:— 




Coal (including 
carriage). 6,430 10 2 

Coke (including 




Slag (net) . 4.^4 z 2 

Sand 141 zz 10 

4.745 

Z 3 

0 

carriage) . 27,924 z i 

Limestone . 1,621 0 4 

Ironstone . 6,352 8 9 




„ Wagon Hire (sublet) 

„ Pig Iron produced, transferred 

321 

0 

10 




to Trading Account (cost 




Sundry Materials 281 4 6 

midnufAPtinriTiff 

32.599 

4 

10 

5 

per ton, 37s. 5id.) 

34,457 

7 

7 

„ Salary, Works Manager . 

„ Land Damages and Compensa¬ 

1,0001 

0 

0 





tion ..... 

162 

4I 

X 






£39,524 

11 

1 

5 


£39,524 

z 

5 


Dr. 


TRADING ACCOUNT FOR THE YEAR ENDED 
DECEMBER 31, 19... 


To Stock of Pig Iron at this date 
(cost per ton, 35s. 61 ^.) . 

„ Cmt of Pig Iron produced as per 
Manufacturing Account 
,, Sundry Trade Charges and Sale 
Expenses .... 
„ Balance carried to Profit and 
Loss Account 


Cr. 


£ 

5. 

d. 

£ s.rf. 

£ 

5. 

d. 




By Sale of Pig Iron 50,851 146 




8,122 

10 

0 

Less Short Weight 







claims . 841 10 2 




34,457 

7 

7 


5o,ozo 

4 

4 




„ Pig Iron consumed in Foundry 

92 

xo 

0 

6,220 

8 

6 

„ Stock of Pig Iron 

10,981 

15 

8 

12,284 

31 

zz 





£61,084 

10 

0 


|£6z,o84 

10 

0 


* The practice in accounts of this kind is to debit and credit the initial and final stocks of coal, lime' 
stone, and other raw materials, in the Nominal Ledger Accounts, transferring the balances only of such 
accounts to the Manufacturing Account as representing the ntt cost of each item. 


The divisions and appropriations in accounts of this description 
are frequently not very scientifically made. But if they suit the 
manufacturer's requirements, and the accounts are consistently 
prepared period by period, they will furnish material for the necessary 
comparisons. An example of a set of accounts prepared on lines set 
out in (d) is shown above, and a set prepared on lines set out in (c) 
above, on p. 15. 

In a business where an efficient costing system is installed, the 
costing records govern the construction and division of the different 
sections of the Manufacturing, Trading, and Profit and Loss Accounts, 
thus enabling approximate reconciliation to be made between the 
costing and the financial records. It will be clear that in this case 
many charges normally dealt with in the Profit and Loss Account 
section will be transferred to the Manufacturing or Trading Account 
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MANUFACTURING ACCOUNT FOR THE YEAR ENDED 
DECEMBER 31. 19... 

D». C». 



£ 

s. 

d. 


i \ 

5 . 


To Stock at commencement:— 




By Stock at close:— 




Raw Materials . 

2 ,tOO 

0 

0 

Raw Materials . 

3,100 

0 ] 

0 

Partly Manufactured Goods. 

3.600 

0 

0 

Partly Manufactured Goods 

4,700 

0 

0 


5,700 

0 

0 


7,8uo 

0 

0 

„ Purchases of Raw Material (less 




,, Amount transferred to Trading 




Returns) .... 

21,263 

0 

0 

Account, being trade price of 




„ Manufacturing Wages 

25.512 

0 

0 

finished goods . 

66,871 

0 

0 

„ Factory Power 

2,240 

0 

0 





„ Carriage Inwards on Raw 








Materials .... 

567 

0 

0 





„ Factory Expenses 

7.276 

0 

0 






62,558 

0 

0 





„ Balance carried to Profit and 








Loss Account, being gross 








profit on manufacturing 

12,1x3 

0 

0 





1 

1 

£74,671 

1 ^ 

1 1 

0 


£74,671 

_ 

0 

_1 

0 


TRADING ACCOUNT FOR THE YEAR ENDED 
DECEMBER 31, 19... 

Dr. Cr. 


To Stock of finished goods at com- 
mencement 

„ Manufacturing Account (trade 
price of goods manufactured) 

„ Purchases of Finished Goods 
(less Returns) 

„ Packing and Distribution Ex¬ 
penses .... 


,, Balance carried to Profit and 
Loss Account, being Gross 
Profit on Sales . 


£ 

s. 

d. 


£ 

s. 

d. 




By Sales Returns) 

88,473 

0 

0 

10,2x6 

0 

0 

„ Stock of finished goods at close 

XX, 109 

0 

0 

66,871 

0 

0 





526 

0 

0 

y 







y 




9,267 

0 

0 





86,880 

0 

0 








y 




12,702 

0 

0 





£99,582 

0 

0 


£99,582 

7 j 

0 


PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 
DECEMBER 31, 19... 

D*- Cr. 



£ 

s. 

d. 


£ 

5 . 

d. 





By Gross Profit on Manufacturing 

X 2 ,XI 3 

0 

0 





„ Gross Profit on Sales 

12,702 

0 

0 






£24,8x5 

0 

0 


sections, otherwise the costing and financial records will not harmonise. 
Accounts thus prepared will show, as near as may be, the actual 
manufacturing cost of the articles produced. As a general rule, the 
cost so ascertained is brought forward as a debit to the Trading 
Account section, as representing the cost of the goods handed to the 
trading department for sale. If it is desired to ascertain the actual 
manufacturing profit secured, the goods handed over, and any stocks 
remaining wholly or partially finished, must be valued at the current 
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market prices ruling for manufactured goods of similar kind. This 
procedure will produce a figure representing manufacturing profit apart 
from trading profit. A corresponding debit must, of course, be made 
in the Trading Account section. 

Percentage and Comparative Trading Accounts.—It is customary 
and useful in some businesses to prepare Trading or Manufacturing 
Accounts with one or more additional columns to accommodate per¬ 
centage figures showing the proportion which the expense figures bear 
to the turnover for the year, or a series of past years. These per¬ 
centages arc frequently very informative, and are more expressive than 
variations shown in sterling values. An increase of turnover is 
naturally accompanied by increases in such expenses as move in 

Ess and Aye Modes, Limited. 


DEPARTMENTAL TRADING ACCOUNT FOR TH 
Dr. 




! Mantles- 

1 

1 

Furs. 

! 

.j 

1'weeds. 


Total. 


19... 


L i 

s. 

J. 

£ 

5. 




! ! 
i £ ! 

s. 

d. 

Jan. 1 
Dec. 31 

To Stock .... 

1 2,000 1 

0 

0 : 

5,000 

0 

0; 

I,SOO i 0 

0 

8,5001 
36,000 

0 

c 

To Purchases (net) . 

7,H6a ; 

0 

0: 

22,980 

0 

0 ' 

5,160 1 0 

0 

0 

c 

M 31 

„ Warehouse Wages 

3,«86 1 

0 

0!; 

•1,8.10 

0 

0 

1,850 ! 0 

0 


0 

c 

31 

1 „ Salaries and Commission , 

i J ,215 1 

0 

0 ' 

2,7iC 

0 

! 0!i 

1.501 I 0! 


5,432 

0 

c 

31 

„ Healing and Lighting . 

! 241 ' 

0 

1 

740 

(> 

! 

280 1 0 

i 

1,261 [ 

0 

0 

M 31 j 

1 ,, Rent and Rates . 

' 1,000 i 

0 

' 0 :] 

2,000 

0 

i o'i 

800 I 0 

01 

3,800 i 

0 

0 

31 

i 

„ Balance carried to Profit i 
and Loss Account 

! *.2581 

0' 

i ii 

0 ; 

3»*25 

0 

1 

i 1' 
; 0 ’! 

I,IOI I 0 

i 

0! 

i 

i 5.484! 

0 

0 


1 

i 

j i iO, 7 f )0 j 

0 ! 

i 


£41*401 



£12,192 i 0! 

1 1 

o| 

i 

; £70,353 1 

1_ ! 

'1 

0 


sympathy with it, and they should be in a fixed ratio to the turnover. 
But fixed charges should not as a rule increase. Increases in gross 
profit percentages are. of course, satisfactory if they arise from 
cheapened raw material, reduced expenses, or better selling prices, l>ut 
care must be taken that they do not arise from inflated stock valua¬ 
tion. Such accounts are illustrated on j). i8. 

The student will realise that no stereotyj^ed forms can be laid down 
for Trading and Manufacturing Accounts. Great divergency exists 
even in the same industry (with the possible exception of the brewing 
industry), and the preferences and requirements of the individual 
manufacturer frequently determine the precise form that these accounts 
shall take. So few companies publish these accounts that the student 
has little opportunity of inspecting an assortment of live " accounts 
of the kind, but a series will be found in the author's Accounting, on pp. 
24-32, to which the student who desires to pursue the subject further 
is referred. 

Departmental Trading Accounts.—Where a business deals in several 
classes of goods, handled by separate departments, it is customary to pre¬ 
pare the Trading Account on departmental lines as shown above. 

In the preparation of a Departmental Trading Account, as here 
illustrated, some figures will result from Nominsd Ledger Accounts 
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opened for each department, to which direct postings can be made 
of purchases, expenses, and sales, obtained by analysis where separate 
Day Books are not kept for each department. In other cases the 
items debited will result from the apportionment of various charges, 
such as rent, rates, heating, etc., upon some equitable basis. These 
matters are more fully dealt with in Chapter XIV. 

When preparing trading accounts, certain matters may arise which 
require special treatment. Amongst these, the following may be 
mentioned:— 

Goods on Approval.—If the " Sale or Return ” transactions are 
numerous, a special Sales Journal should be kept to record them, A 
convenient ruling will be found on p. 19. 


YEAR ENDED DECEMBER 31. 19... 


Cr. 




Mantles. 

.. 

Furs. 


Tweeds. 


ToUl. 


ig... 
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1 

£ 

5. 

d. 
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0 
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0 

0 

! 61,341 

0 

0 

» 31 
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0 

0 
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i 


0 

1 

._j 

1,232 

0 

_ i 

0 

! 9,012 

I 

! 

0 

0 



£16.760 

1 

Oj 

0 

! £41*401 

1 1 

1 ° 


£12,192 

0 

|T 

I £70,.353 ! 


z 


No items are posted to the Ledgers until an actual sale takes place. 
The amounts tiiicilly extended into the vSales column are posted in 
detail to the personal accounts of the purchasers, and, in monthly or 
other totals, to the Sales Account. At stock-taking periods, the balance 
of goods still out on approval should be taken into stock at cost, or 
market price. 

If, as is the case in some businesses, goods on appro, are treated 
as ordinary sales until returned, the amount of such outstanding 
appro." sales must be deducted from the total sales for the period, 
and from the total " Sundry Debtors," and added to the stock valuation 
as explained above. In some cases traders handle goods received 
" on appro." from wholesalers. Care is needed to ensure that such 
goods are not taken into stock, and the best method of preventing this 
is to segregate all " appro." goods before stock is taken. Special 
records of the receipt and sale of " appro.” goods must be kept, 
especially as in some cases the trader is under obligation to purchase 
the goods if kept beyond a certain time limit. When such goods are 
sold, an invoice should be obtained and passed through the Purchases 
Book in the ordinary way. 

Goods on Consignment.—^'Fhese transactions should be treated in a 
similar way to goods sent out on approval, and be taken into stock at 
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cost or market price, care being exercised to ensure that they have not 
been included with ordinary sales. In the reverse direction, care 
must be taken that goods received on approval, or on consignment, 
are not taken into stock until the actual property in them has been 
acquired. Goods out on consignment are preferably stated separately 
in both Trading Account and Balance Sheet. 

Forward Invoices. —Where it is the practice to invoice goods for¬ 
ward, care must be taken to ensure that goods have not been taken 
into stock when the relative invoices have not been entered in the 
Purchases Journal. The correct treatment is to include such trans¬ 
actions in both Purchases and Stock as the property in them has passed. 

Packing Materials. —Where packages are numerous and costly, it 
is a common practice to keep record of them in special columns added 
to the Sales and Returns Inwards Journals and the Sales Ledger, a 
corresponding “ Packing Materials Account being opened in the 
Nominal Ledger, In this way, each customer is debited (from the 
Sales Journal) with packing materiiils when goods are despatched to 
him, and credited (through the Returns Inwards Book) when he 
returns the empties. The total of the packing materials column in the 
Sales Journal is posted to the credit of Packing Materials Account," 
and the total of the Returns Inwards column is debited to the same 
account. Thus efficient check is kept upon an important item, which, 
if loosely dealt with, will lead to inaccurate accounting. Sometimes 
all records relating to packages are recorded on cards, and do not 
appear in customers' accounts of goods sold. 

Where the original cost of packing materials is heavy, it is preferable 
to deal with the item in the Trading Account. If no charge is made for 
packing, the item should appear as a distribution cost in the Profit 
and Loss Account. Where crates, barrels, cases, etc., are charged to 
customers at a figure above cost, and an allowance less than the 
amount charged is made on return, it is advisable to open a Package 
Trading Account and credit it with all packages charged out, debiting 
it with all returns. The cost of packages purchased is debited to a 
Package Stock Account, which is credited with the cost of packages 
retained by customers and paid for, a corresponding debit being made 
to Package Trading Account; the latter account, after carrying down 
as a credit balance the contingent liability represented by returnable 
packages, shows the profit on hire and sale of packages. The packages 
in stock should be depreciated either by crediting a Depreciation 
Account or by valuing the stock at a figure lower than cost. See 
illustration on p. 20. 

Carriage. —Sometimes the carriage incurred in conveying to the 
works new machinery and plant, or similar assets, is charged to the 
asset account. In certain circumstances this is permissible, provided 
the item is written off with reasonable promptitude. When an examina¬ 
tion trial balance contains the items " Carriage Inwards" and 
" Carriage Outwards," it is an indication that the former item is to be 
charged to the Trading Account and the latter to Profit and Loss 
Account. 
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Wages and Salaries. —It frequently happens that the close of a 
financi^ year does not S3nichronise with the end of a week. It is then 
necessary, particularly in a manufacturing business, to ascertain and 
pass through the books the wages and salaries accrued due from last 
pay day to the date of closing the books. This information can be 
obtained from the wages books or pay rolls. The same remarks apply 
to commission due to travellers and others. 

Stock-in-Trade. —Inaccurate stock valuations will affect the 
accuracy of the trading results shown by the accounts. The stock 
sheets should be prepared under the supervision of responsible officials, 
who should fix the valuation prices of the goods. All calculations and 
quantities should be cross-checked by two or more persons. Stock 
stored in bulk in stacks or otherwise, such as coal, coke, mineral ores, 
and the like, is generally valued by measurement. The calculations 
should be checked by competent persons. Record should be kept of 
all goods added to, or withdrawn from, bulk, and this, if accurate, will 
afford a check upon the stock-taking valuation. Care must be taken 
that no goods are taken into stock, the invoices for w^hich have not 
been passed through the books, or which have been sold and charged 
up, but not delivered. On the other hand, it is necessary to include in 
the stock all goods which have been included as purchases and have 
not yet been sold, particularly where the goods are in outside ware¬ 
houses or wharves, or in transit, at the date of stock-taking. 

The basis of stock valuation must be consistent from year to year, 
otherwise comparisons of trading results will be useless, since the 
profits of one period may be inflated at the expense of the succeeding 
period. Vtilues should be based (a) upon cost price, less allowances 
for damaged, unpopular, or obsolete stock; or {b) upon market prices, 
if these appear to have fallen permanently below cost price. If market 
price is higher than cost, it is clearly dangerous to base the valuation 
on market price, unless one is assured that the superior market price 
will be maintained. Raw materials are frequently valued upon the 
average cost during the year. 

The only legitimate departure that can be made from the cost 
basis of valuation occurs in some few trades, e,g. the wine and spirit 
and timber trades, where stocks held for future sale increase in value 
as they mature in quality. Most wines improve with age, and a 
conservative addition, representing a percentage on cost, may therefore 
be added to the original cost from period to period, provided that the 
valuation never exceeds the price at which wine of the same vintage 
and age can be purchased in the market. 

In manufacturing businesses, where a proper costing system is 
employed, the Stores Books, Bin or Locker Cards, and similar records 
are of the greatest assistance for stock-taking purposes, as is explained 
in Chapter XV. In non-manufacturing businesses, proper stock 
books should be employed, suitable for the particular needs of the 
business. An example of a Factor's Stock Book is shown on p. 20, 
recording the receipt and issue of goods. This record affords a check 
upon stock, and greatly facilitates stock-taking, besides affording useful 
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information as to the popularity or otherwise of any particular line 
which has been purchased. Separate Stock Books are frequently 
kept for each department or class of goods dealt in. 

Work in Progress. —Manufacturing or contracting businesses will 
usually have at the close of the year a certain amount of work in 
hand, which will not be completed till the next financial year. The 
valuation of " work in progress " requires the utmost care. In some 
cases the value of the work taken credit for in the Trading Account 
should not exceed its actual cost, i.e. the cost of the raw materials 
used, wages expended thereon, and proportion of Oncost, up to the 
close of the financial period. In other cases, where, for example, the 
work is within sight of completion, and the final cost can be exactly 
estimated, a measure of profit may be added to the valuation, if possible 
contingencies are also taken into account. The accountant is neces¬ 
sarily largely dependent upon the technical experts for the data 
required to compute the cost of completing unfinished work. 

Some examination candidates appear to experience difficulty when 
they find included in a Trial Balance a debit balance for work in 
progress, and a further valuation under the same heading at the close 
of the period. The balance forming part of the Trial Balance should 
be debited to the Manufacturing Account immediately after the initial 
Stock in hand," and the valuation at the close of the year, appearing 
in the " instructions," should be credited to the same account imme¬ 
diately after the final " Stock in hand " and shown in the Balance 
Sheet. 

Goods in Transit. —Goods purchased and in course of transit must 
be taken into stock at cost if the invoices relating to them have been 
passed through the books, as they should be if the property in the goods 
has passed. 

Trade Discount. —All trade discounts must be deducted from sales 
and sundry debtors. In some trades these discounts are very heavy, 
and omission to deduct them would result in a fictitious gross profit 
being shown. 


II. Profit and Loss Accounts. 

As regards limited companies, distinction must be made between a 
Profit and Loss Account as drawn up for the information of the 
directors and a Profit and Lo.ss Account for publication to the members 
of the company in compliance with the Companies Act, 1948. This 
Act requires the disclosure of certain prescribed information. This 
information is, of course, a minimum, and there is nothing (in law) to 
prevent disclosure of much fuller figures, even to the extent of setting 
the full trading account and the totals of all revenue and expenditure 
under detailed headings. In practice, such full disclosure is rarely, if 
ever, made: nearly all boards of directors confine the published Profit 
and Loss account to the statutory minimum, with sometimes a few 
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additional items which they consider will be of interest to the members 
but knowledge of which by the company's competitors will not be 
harmful. A consequence of this differentiation is that normally the 
Profit and Loss Account (proper) is divided into two portions: the 
first part is confidential and for the information of the directors only, 
and the balance is carried to the second part w'hich is for publication. 

It can, nevertheless, be asserted that the common aim of all Profit 
and Loss Accounts, however drafted, is to ascertain the net profit for 
the period. The following definition by an examination candidate is 
worthy of quotation. “ Net profit is the amount available for distribu¬ 
tion to the proprietor, partners, or shareholders of a business, after 
all charges that have been incurred in the earning of the revenue for 
the period under review have been taken into account, and the shrinkage 
in the value of the assets held by the business has been allow'ed 
for." 

Limited companies rarely publish Trading or Manufacturing 
Accounts, and there is a growing tendency to publish Profit and Loss 
Accounts as gr(\'itly abbreviated as ingenuity can devise and the law^ 
permit. The result is that many items wbich, in theory, should appear 
in the I’rofit and Loss Account are charged in the Trading Account, and 
are thus hidden from observation. It should be remembered that, 
unless the form of the Profit and Loss Account is prescribed by 
Statute, the manner of its presentation is entirely at the discretion of 
the directors, and the auditor cannot impose his views unless, of course, 
the account it is proposed to ]>ubli.sh is inaccurate or misleading. 

The Companies Act, 1948, makes it comi>ulsory for every company 
within the meaning of that Act to lay before a general meeting, at least 
once in every calendar year, a Profit and Loss Account (or Income and 
Expenditure Account, if more appropriate), d'his account must dis¬ 
close, inter alia, the amount charged for the depreciation of fixed assets, 
the total remuneration (not merely the fees) C)f the directors, the 
charges for taxation, distinguishing between income tax and other 
taxes, interest payable on the company’s debentures or fixed loans, 
amounts added to (or taken from) reserves, and the dividends paid or 
proposed. 

The particular form in which the items composing a Profit and Loss 
Account should be stated must of necessity vary with different busi¬ 
nesses. It is suggested, however, particularly ifor costing purposes, 
that the following grouj)ing is desirable :— 

(a) Sales Expenses, —Salaries of Sales Staff, and Travellers; 
Commission; Advertising; Window Publicity; Warehouse and 
Store Rent, Rates and Expenses, and the general expenses of selling 
the goods dealt in. 

(b) Distriibution Expenses. —Carriage Outwards; Cartage; 
Freight; Expense of Motor Lorries or Vans; Wages of Drivers, 
Packers, Porters, and the general expenses of distribution. 

(c) Administration Expenses. —Directors' Fees; Managers' and 
Clerks' Salaries; Office Rent; Rates and Expenses; and the general 
expenses of management and supervision. 
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To summarise on broad lines:- 


(1) JSusiness of Factor, Merchant, or 
Distributor. 

(a) Trading Account .—Debit the 
account with the initial stock, pur¬ 
chases, and tlie cost of getting goods 
into the vvarelionse or store*. Oedit 
the account with Sales and the final 
stock. The balance represents gross 
profit. 

(b) Profit and Loss Account .—Credit 
the balance of gross profit from Trading 
Account, discount (if a credit balance), 
and similar items. Debit all sales ex¬ 
penses, carriage of goods outward, dis¬ 
tribution expenses, and administration 
expenses. The balance represents net 
profit. 

Some difference of opinion exists as to the proper treatment of 
discount on Sales and Purchases. It is submitted tJiat all trade dis¬ 
counts should be dealt with in the Trading Account, and cash discounts 
in the Profit and Loss Account. The student will be aware that it is 
usual to deduct trade discounts when invoicing goods, so that only net 
amounts appear in the Sales Journal —in most cases, tlierefore, no 
actual entries regarding trade discounts apjiear in the books. Similar 
diversity of opinion also exists in the treatment of carriage, and the 
examination candidate will be well advised to treat all carriage immrds 
in the Trading Account, and carriage outwards, as part of tlie cost of 
distribution, in the Profit and Loss Account. 


(2) Manufacturing Business. 

(a) Manufacturing Account .—Debit 
the account with the initial slock, pur¬ 
chases of materials, productive wages, 

I rent, rates, and expenses of factory', 
! carriage of goods inward, and every 
lixpense incurred in the production of 
the articles manufactured. Credit 
sales and final stock. The balance 
represents gross profit. 

(b) Profit and Loss Account.— As in 
(I) (b). 


Errors in Examination Work.—The examination candidate has 
been advised to coniine the 'J'rading Account to tlie prime cost of 
the articles dealt in. I'hc items remaining in the Trial Balance, 
chargeable against revenue or to be added thereto, after tlie items 
appertaining to the Trading Account have been dealt with, must 
perforce ap])ear in the Profit and l.oss section. These items will 
consist mainly of distribution and managtmient costs, items of revenue 
also appearing occasionally. I^efore the account can be closed, certain 
adjustments, e.g. provisions for wastage, etc., will be necessary, but 
these arc contained in supplementary instructions,” and do not 
figure in the Trial li^alaiice. Analysis of a few typical examination 
Trial Balances will disclose that the revenue items remaining after the 
preparation of the Trading Account consist chiefly of such items as: 
Rent, Rates, Taxes, Interest, Bad Del)ls, Oflicc Expenses and Salaries, 
Directors’ Fees, Carriage Outwards, Transfer Fees, Royalties, Legal 
Expeihses, Travellers’ Salaries and Commission, Preliminary Expenses, 
Discount, Insurance, Bank Charges, Advertising, Postages, Stationery, 
Apprentices' Premiums, Trade Expenses, etc. 

In the absence of specific instructions to the contrary, the items 
set out above should be dealt with in the Profit and Loss Account 
section. Careful attention must, however, be paid to any indication 
as to the proper treatment, which rnaj^ not actually be expressed in so 
many words. Vor instance:— 

B 



26 


HIGHER BOOK-KEEPING AND ACCOUNTS 


(^«) If the question deals with the accounts of an engineer, and 
‘'apprentices’ premiums" appear in the Trial Balance, the item 
should be apportioned over the period of the indentures (if mentioned 
in the question), and the portion applicable to the period covered by 
the accounts should be credited in the Manufacturing Account, 
since the apprentices are taught in the factory, and the factory should 
have credit for the fees earned. 

(b) Again, items ma}^ appear as follows: Rent and Rates [Factory, 
£i,(h) 2 ; Office, £450), £2,142; Insnra^tce [Warehouse, £345; Office, 
£80), £425. Stated in this w’ay there is clear indication that the 
Factory (or Warehouse) and the Office arc to be charged with the 
expense in the proi)ortions given w’ithin the brackets. Candidates 
frequently ignore these indications and lose marks in consequence. 

Almost without exception, an examination Trial Balance is accom¬ 
panied by instructions directing various adjustments to be made before 
closing the Profit and Loss Account. Experience shows that more 
candidates come to grief through incorrectly treating these adjustments, 
or failing to deal with them completely, than from any other cause. 
It ma}' be well, therefore, to select a few t^^pical adjustments from 
actual examination questions and show where the candidates went 
wrong in dealing with them. 

Illustration (a). —"'The following valuations were made as on December 31, 
19...: Stock, £0,892; Motor Lorries, £2,896; Loose Tools, £1,700. . . . 
Depreciation is to be provided as follows : J’lant and Machinery, 10%; C)ffice 
Furniture, .5%/’ 

In the Trial Balance, Motor Lorries stood at £3,420, and Loose Tools at 
£1,998. 

Some candidates dealt correctly with the provision for depreciation on 
Plant and Machinery and Office Furniture, but entirely overlooked the plain 
indication tliat Motor Lorrie.s had also been depreciated (by valuation) l)y 
£524, and Loose Tools by £298. This oversiglit resulted in an overstatement 
of the net prolit by £822. This is a common error. 

Illustration (^;).—“ The Debenture Interest accrued due as on December 31 
had not been provided for.” The candidate was informed that the company 
had issued £20,000 5% Debentures on January i, and, in the Trial Balance, 
£500 appeared as a debit to I^cbenture Interest Account. This was an 
indication that the only interest outstanding was that accrued due for the half' 
year to December 31. Many candidates, ignoring the indication, charged the 
accounts with a full year’s interest in addition to the debit mentioned above, 
i.e. with £1,500. Careless oversight of such a point as this is a common 
experience. 

Illustration (c). —” Manufacturing Wages (£962) were spent in making 
new patterns for use in the Company's factory.” ” Patterns Account, £500,” 
appeared in the Trial Balance. A number of candidates deducted £962 from 
the wages in the Manufacturing Account, but failed to add a like sum to the 
asset account (Patterns), and therefore, of course, failed to ” balance.” This 
is typical of adjustments incompletely effected by candidates through dealing 
with one aspect only of the adjustment. Outstanding w'ages, salaries, directors’ 
fees, and the like also provide fruitful examples of these one-sided adjustments, 
omission being made to schedule them as creditors in the Balance Sheet. 

Illustration (d). —In the reverse direction, the treatment of revenue expendi¬ 
ture, the benefit of which extends beyond the period covered by the accounts, 
is equally productive of error in examination work. For example : ” Insurance 
(Factory, £102; Office. £15), £117, is to be carried forward to next year.” 
Some candidates made tlie neces.sary deductions from the Insurance items in 
the Manufacturing and Profit and Loss Accounts, but omitted to schedule the 
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j^ii7 as a temporary asset in the Halaiice Sheet as “ Expenses Paid in Advance/' 
and thus failed to “ balance/* 

These errors would be obviated if candidates would remember that all 
adjustments, outside the Trial Balance, affect both the Balance Sheet and either 
the Manufacturing, Trading, or Profit and Loss Account. It is, therefore, 
necessary to complete the double entry by dealing with each adjustment twice. 

Revknue Expenditure. 

Revenue expenditure may be defined broadly as expenditure that 
does not increase the value of the fixed assets by the use of which the 
income of an undertaking is earned. Such expenditure consists of 
the. cost of maintaining the fixed assets in efficient working order, 
the cost of manufacturing and distributing the goods dealt in, and the 
management expenses of the business. It is sometimes difficult to 
differentiate between Capital Expenditure and Revenue Expenditure. 
Capital Expenditure may be deemed to consist of the cost of any addi¬ 
tions or alterations to capital assets that increase the earning power 
of the business; Revenue Expenditure consists of the cost of re¬ 
constructing or rehabilitating fixed assets—ordinary replacements, 
renew^als, and repairs of such iissets. We will consider here typical 
items of revenue expenditure which commonly find a place in Examina¬ 
tion Trial Balances:— 

Wages. —As already stated, the close of a financial year is not always 
coincident with the end of a working-week. Wages accrued diie 
since the last pay day to men employed in the distribution side of the 
business should be charged to Profit and Loss Account; but if wages 
have been paid in respect of capital expenditure, a transfer should be 
made from the credit of Wages Account to the debit of the particular 
Asset Account. Wages paid to the workmen of a firm or company for 
time spent upon plant and machinery installation, the making of loose 
tools, building extensions arid the like require this treatment. 

Illustration .—Manufacturing V^ages, ;f268, had been expended in the 
iii.stallation of PJant in the Company’s Factory.” 

Here, Manufacturing Wages, in the Manufacturing Account, should be 
reduced by ^268, and a like amount be added to the I*lant account before 
provi.sion is made for depreciation at the stated rate. 

In theory. Journal entries should be made for outstanding wages and similar 
items. In practice, the relative Ledger account is debited with the amount 
accrued, and this amount is then brought down as a credit balance, and is 
scheduled amongst '* Sundry Creditors ” in the Balance Sheet. 

WAGES ACCOUNT. 
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Salaries. —Here also salaries accrued due must be provided for. 
The outstanding amount must be added to the Salaries item in the 
Profit and Loss Account and to the Sundry Creditors in the Balance 
Sheet. If the accounts are those of a manufacturer, the salary of the 
factory manager should be charged in the Manufacturing Account. 
In examination work, if the Factory Manager's salary is separately 
stated, it is an indication that the amount should be charged against 
gross profits. Partners' salaries should be separately stated in view of 
the requirements of Schedule I) (Income Tax) as dealt with later. 

Directors' Fees, etc. -The fees to which Directors are entitled 
will be disclosed either by the Articles of Association or by resolu¬ 
tion of the shareholders in general irieeting, recorded in the Minute 
Book; the Managing Director's salary and commission (if any), 
should one of the Ijoard have been appointed to act as such, will be 
fixed in his agreement with the company, or by a Directors' Minute; 
travellers' salaries and commission will be fixed by their agreements; 
and the auditor’s renumcration usually by resolution of the shareholders. 

The total remuneration of the directors, whether or not it has been 
wholly draw'll, must be disclosed, and the best method is to show' it as 
a charge in the first of the published sections of the Profit and Loss 
Account. It is necessary to distinguish between “ emoluments in 
respect of services as director " on the one hand, and “ other emolu¬ 
ments ” on the other. “ Other emoluments " w'ould include, for 
instance, a salary paid to the company’s secretary, if he also 
happened to be a director, and any salary, commission, bonus, etc., 
payable to a manager wiio is also a director. 

Directors may waive their fees, if they wish to do so, and if this has 
been done (which w'ill be evidenced by suitable minutes, etc.) the unpaid 
fees which hav'e been w'aived w'ill not be provided for in the accounts. 

If any part of the remuneration cannot appropriately be shown in 
the Profit and Lo.ss Account (as might be the case, for instance, where 
one of the directors managed a factory and his salary for acting in that 
capacity was regarded as a manufacturing charge) then the total 
remuneration must be stated separately by way of a note: the amount 
of detail to be disclosed (if any) is optional. 

It is improfier for a company to pay directors' fees free of income 
tax " unless this is duly authorised, since to do so would be equivalent 
to paying additional fees. 

Examination questions frequtmtly indicate that charges mentioned 
above in the first paragraph of this section are outstanding. 

Illustration .—" Dirc?ctors' Fees (half-year to June 30, 19...), /500.” Such 
an extract from an examination Trial Balance indicates that candidates arc 
required to provide for the half-year’s fees, /500, July i to T)ecember 31, 
ig... Directors’ Fees, ;(;t.ooo, must therefore be charged in the Profit and 
Loss Account, and £f)00 must be added to the creditors in the Balance Sheet 
for fees due but unpaid. 

Renewals and Repairs.— Renewals need very careful consideration. 
If they represent the installation of a new in place of an old machine. 
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the cost may be capitalised by transfer to " Machinery and Plant 
Account/' always provided that any balance that may remain on 
the old asset account, after crediting thereto the proceeds of sale of 
the old asset, is written off against revenue. 

Very heavy repairs occur every few years in certain trades, e.g, 
where powerful acids are employed in manufacture, and tlien it is usual 
and legitimate to spread the cost over those years which benefit from 
the outlay, thus equalising the charges against profits. The amount 
held in suspense is carried to a Repairs Equalisation Account (Mainten¬ 
ance Reserve). Sometimes an account of this kind is created by 
annual transfers from Profit and Loss Account of ecjual amount, the 
cost of all repairs actually executed being debited against the fund. 
The annual contributions to the fund are determined by the actual 
expenditure upon repairs incurred in past years. If this practice is 
adopted, care must be taken that the fund is in credit at the close of the 
financial period. Should the fund be in debit, it will be obvious that the 
annual contribution needs to be increased, unless th(j deficit is due to 
abnormal circumstances, which will adjust themselves in the near 
future. 

A fund of the kind is useful where it is known that in later years 
particular assets will demand heavy repair exj:)enditure, or where the 
repairs will be irregular in their incidence. In such cases an estimate 
of the repair cost for the whole life " of the asset or assets should 
be made, an equal ])roportion of which should then be charged against 
the Profit and Loss Account for each year of the assumed “ life " of 
the asset or assets. 

Building Renetmls and Repairs .—These are gova^rned by the same 
considerations as outlined above. Unless they permanently increase 
the value of the property, or add something which was not there before, 
all repairs and renewals should be charged against revenue. 

The operation of a Repairs Equalisation Account is shown in the 
following accounts:— 


PROFIT AND LOSS ACCOUNT. 


Dr. 


Cr. 


To Repairs Equalisation Account 
(annual instalment) 



Dr. 


REPAIRS EQUALISATION ACCOUNT. 


To Transfer from Repairs Account. 
„ Balance carried down 


L 

210 

40 

s. 

0 

0 

d. 

0 

0 

£2.«)0 

0 

0 


Profit and Loss Account 


Cr. 


1 

s. 

d. 

250 

0 

0 

£^50 

1 oi 

0 

40 

1 ^ 

I ^ 


By Balance brought down . 
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Dx. 


To Cash. Cost of Repairs for the 
year. 


REPAIRS ACCOUNT. 


!i 



i ^ 

1 S. 

! 

Id. 

210 

o 

O 1 

Izto 

o 

O 1 


Transfer to 
Account 


Repairs Equalisation 


Cr. 


£ 1 

h' 

> d. 

2 JO 

o 

1 o 

£ 2 J 0 

o 

o 


BALANCE SHEJ*:T. 
(Liarilitiks Sini'..) 


Repairs Equalisation Account . 



Machinery Repairs.— Fhese, if separately stated, should appear in 
the Manufacturing Account, since they represent the cost of maintain¬ 
ing the machinery asset in a fit state to earn revenue. 

Carriage, Freight, etc.—Carriage, etc., inwards of raw materials, 
stores, goods for re*sale, and the like should be charged in the Manu¬ 
facturing or the IVading Account, being part of the prime cost of 
manufacture, or of acquiring the goods for re-sale; carriage outwards 
on finished goods despatched, or merchandise re-sold, should appear 
in the Profit and Loss Account as a distribution expense. 

Returns.—Returns both inwards and outwards should be deducted 
respectively from the Sales and Purchases in the Trading Account in 
order that the net figures of Sales and Purchases should be shown in 
each case. Some examination candidates deal with the balance of 
returns only, a practice which is not in accord with commercial usage, 
since it does not give a correct figure of the actual turnover for percen¬ 
tage comparisons. 

Rent, Rates, and Taxes.—All outstanding liabilities under these 
heads must be provided for, and any payments in advance must be 
correctly apportioned. Rates may cover a period beyond the close of 
the financial year, and in that case they should be apportioned between 
the two periods, and the prepaid portion be held in suspense as an 
asset. 

Rents received will be credited to the Trading Account, if derived 
from sub-letting a portion of the factory or warehouse; if office 
accommodation is sub-let, the rent received will be credited to Profit 
and Loss Account. 

Sometimes rent is received for the use of power supplied to tenants 
or neighbours. In that case the rent should be credited to the Trading 
Account, or be deducted from the cost of power in that account. 

Where much property is held and let, the '' Terrier " (Plan of 
Estate and Rent Register) will provide the information for checking 
rents receivable, in order to ascertain outstandings. All rents accrued 
due must be taken into account, and provision must be made for 
irrecoverable arrears. 
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In examination work attention must be paid to any indication that 
charges or outstandings in respect of rent, rates, and taxes are to be 
split up between the Trading and Profit and Loss Accounts. If a 
Trial Balance contains a credit item, “ Rents Received,” the amount 
should be credited to the Profit and Loss Account, and not be deducted 
from rent paid, as candidates sometimes do. 

Ground Rent.—Rent paid for the occupation of land upon which 
houses, offices, or factories are built should be treated as outlined above, 
and should be apportioned, if possible, between the factory and the 
office. Ground rent should be stated separately in the Profit and Loss 
Account. The item should be shown ” gross,” i,e, any income tax 
deducted on payment should be debited to Ground Rent Account and 
credited to Income Tax Account. 

Royalties.—Royalties are dealt with in Chapter XVII. In the case 
of quarries or mines they are a charge against the Working Account. 
In other cases they consist of fees paid to patentees, owners of copy¬ 
right, etc., for the right of user of patent machinery, manufacturing 
processes (constructional, chemical, etc.), or for the right to reproduce 
and sell copyrighted works. In all these cases the royalty should be 
charged against the Manufacturing or Trading Account. Such royalties 
are usually payable upon some agreed unit of manufacture or sale, and 
are fixed by agreement between owner and user. Any royalties 
accrued due on outjnit or .sales, as the case may be, since the last 
settlement date must be passed through the books, Royalties Account 
being debited and credited as shown in the case of Wages Account on 
p. 27. Any income tax deducted on payment should be adjusted as 
in the case of Ground Rents, as explained above. 

Trade Expenses.—^This is an omnibus account which includes a 
multitude of items of diverse kinds. Both the term and the account 
are often loosely employed, since, usually, it covers both Trading and 
Profit and Loss items. In practice, the account is frequently allocated 
as between Trading or Manufacturing Account and Profit and Loss 
Account. If the examination candidate is given no guidance as to the 
treatment required, he should charge the whole to Profit and Loss 
Account. Sometimes, however, indication of treatment is afforded in 
an examination question, thus:— 

Illustration .—In the Trial Balance there appears General Trade Expenses 
(Factory and Offices), ;£8y8,*' and, later on, the information is given that " the 
offices occupy one-eighteenth of the floor-space of the comj>any’s property.** 
This is an indication that onc-cighteenth of the general expenses should be 
charged to Profit and Loss Account. 

The modern tendency is to divide ex]:)enses of this kind into 
” Factory Expenses ” and ” Office Expenses.” If separate items under 
these headings appear in a Trial Balance they are doubtless required 
to be charged to Trading and Profit and Loss Account respectively. 

The Inland Revenue officials are apt to be somewhat curious as to 
the composition of the Trade Charges items in accounts submitted to 
them: it is advisable, therefore, to describe this debit in the following 
detail: " Postages, Telegrams, Trade Subscriptions, and Petty Ex- 
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penses, not including any items not allowable for income-tax purposes/* 
Any items not allowable for income tax, such as charitable subscriptions 
and donations, etc., should be stated separately. 

Stationery, Stamps, etc., in Hand.—Where the expenditure under 
these, and similar, headings is small, it is usual, in practice, to ignore 
any stocks on hand. But in some businesses tlie stock of stationery, 
catalogues, postage stamps, patent medicine, or entertainment-tax 
stamps, and similar items may be of considerable value. It is then 
customary to take stock, and to credit the relative expense account 
with the valuation, bringing the balance down as stock in hand, and 
either stating it separately or adding it lo the trading stock as an asset 
in the Balance Sheet. 

Interest on Loans and Debentures.—All accrued interest must be 
provided for and added to the interest charges in llie Protit and Loss 
Account, and to the Sundry Creditors in the Balance Sheet. Inspection 
of the Register of Mortgages and Charges will furnish the particu¬ 
lars necessary to ensure that all due interest has been provided for. 
Outstanding interest on bank loans, usually debited rpiarterly, can be 
ascertained by scrutiny of the entries in the Pass liook immediately 
following the close of tlie financial period. Examination questions 
frequently indicate that interest has accrued due, and failure to 
schedule the item amongst the creditors in the Balances Sheet is a 
fruitful source of error. 

Interest receiv(’d should be credited to Profit and Loss Accc)unt. 
It will probably have resulted from loans or investments, or from 
charges made in respect of overdue accounts, or for the renewal of 
bills of exchange, and is, therefore, a financial transaction. 

In partnership accounts, interest on capital and drawings should be 
stated separately, and not be combined with trade or investment 
interest, as some examination candidates are apt to do. 

Students sometimes fail to understand that debenture interest is a 
debt due to creditors, payable by the company whether the profits made 
are or are not sufficient to discharge the debt. Debenture interest 
is in a category essentially different from outstanding “ interest ** on 
Preference Shares. Preference dividends are an allocation of profits, 
and their payment is contingent upon sufficient profits being made 
from which to discharge them. 

Trade Interest.—Interest received or paid in connection with the 
discounting of bills; interest on overdue accounts; interest payable 
to factors on bonded goods not withdrawn from bond; interest, in 
the nature of fines, levied in accordance with trade custom, and the 
like, should hi?, treated in a separate account, and not be included with 
loan and other fixed annual interest. 

Discount.—Trade discount must, of course, be deducted from all 
sales before they are credited in the Trading Account. The examina¬ 
tion candidate is entitled to assume that the purchases and sales 
appearing in the Trial Balance are .stated net, t.e. after deduction of 
trade discount. 
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In some cases cash discounts received on purchases, or allowed on 
sales, are deducted from the purchases or the sales items in the Trading 
Account. Strictly speaking, perhaps this is the more accurate treat¬ 
ment, though the point is debatable, but in the great majority of 
businesses a single account is opened for cash discounts received or 
allowed, the balance only being debited or credited as the case may 
require in the Profit and Loss Account. This course is usually followed 
when answering examination questions. If, however, both the debit 
and the credit totals of discount are given in the Trial Balance, it is an 
indication that the discounts on juirchases and sales are to be treated 
in the Trading Account. 

b2xamination questions sometimes demand the creation of a pro¬ 
vision for discounts. SucJi provisions arc rare in practice. Trade 
discount, as we have seen, does not reach the Ledger, since it is deducted 
in the Sales and Purchases Books, ('ash discount, it is contended, is 
contingent ujion the debts b(n*ng paid on or before the expiration of the 
customary })eriod of credit. In some cases the discount is allowed, in 
others it is disallowed. In the author's opinion, cash discounts wShould 
be treated as financial transactions. If a ])rovasion for discounts is made, 
the procedure is ])recisely similar to that employed in the case of 
}irovi.sions for Bad and Doubtful Debts, viz. a debit to Profit and Loss 
Account of the amount of the provision, a like amount being deducted 
from Sundry Debtors in the Balance Sheet. If a provision is made 
for discounts on debts due to creditors, the entry in the Profit and 
Loss Account is reversed, tlie Sundry ('redilors being reduced by the 
amount of the pro\'ision. 

Insurance.- This charge frequently coxers a period in advance of 
th(^ financial year covered by the Accounts, d'he proportion of the 
premiums |)aid apjilicable to the next tinancial period should bo credited 
to the Insurance Account and treated as a temporary asset in the 
Balance vShcet. Such an iidjustment is frequently required by examina¬ 
tion questions, and failure to deal with both aspects of the adjustment 
is a common occurre.nce. 

Advertising.—Wlien a new commodity is introduced to the public 
by means of large advertising cxi)enditnre, it is the practice, in some 
cases, to .spread a proportion of the initial expenditure over several 
years, and to treat that portion of the expense not charged to current 
Profit and Loss Account as a temporary asset to be written off over 
a period as in the case of Preliminary Expenses. There can be no 
objection to this procedure, provided that the amount carried forward 
is determined reasonably. When the cost of advertising has subsided 
to the normal annual expenditure estimated as necessary to maintain 
the sale of the commodity in public favour, all advertising expenditure 
must be charged to Profit and Loss Account for the year in which it is 
incurred. 

Commission.— Commission paid to travellers and salesmen is a 
sdling expense, and should be charged to Profit and I.oss Account. 
Ihe destination of commission earned will depend upon the nature of 
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the business. Where, for example, a mantle manufacturer sells goods 
of his own make, and ;iJso goods of a foreign manufacturer on coin^ 
mission, the commission earned should be credited to Trading Accoiuu 
as profit earned by the warehouse. If, however, the commission earned 
was in respect of financial assistance to the foreign manufacturer, then 
the income should be credited to Profit and Loss Account. 

Managing Directors are sometimes entitled to commission on gross 
turnovergross or net profits, or on dividends paid to shareholders. 
The sum due under these heads will need careful computation in 
HccordcWce with the agreement between the director and the company, 
and, if it is based upon profits or dividends, should be debited in the 
Appropriation Section of the Profit and Loss Account, If the com¬ 
mission is based upon turnover, it should be debited to Trading Account, 
and care must be taken that all returns are deducted, and that the 
commission is calculated on net sales. Income Tax cannot, in the 
absence of agreement, be treated as a charge against profits in calculat¬ 
ing the amount of a manager’s commission based on a percentage of 
the profits {Johnston v. Chestergatc Hat Manufacturing Co., [1915]). 

Preliminary Expenses.—These consist of the expenses incurred in 
the registration and flotation of limited com])anies. Tliey comprise, 
inter alia, stamp duties and registration fees; the cost of printing, 
advertising, and distributing the prospectus; printing the Memoran¬ 
dum and Articles of Association; professional fees to solicitors, 
accountants, valuers, etc.; underwriting commission, and the like. 

A special ledger account is opened to which such expenses are debited. 
The company could not have been brought into being without this 
expenditure, and it is unfair that the first year’s trading should bear the 
whole brunt of this outlay. The usu£il practice is, therefore, to spread 
the expenditure over the first three or five years of the company’s 
trading. That such treatment is within the powers of a limited com¬ 
pany was recognised in Bale v. Cleland. llie balance of the account 
must be separately stated as a temporary asset in the Balance Sheet. 

If the promoter of the company has undertaken to pay all preliminary 
expenses, care must be taken to ensure that all proper expenses have 
been charged to the account. Care must also be taken that the total 
expenses do not exceed the estimate which forms a necessary part of 
the Statutory Report and Prospectus, though there would appear to 
be no penalty if the estimate is exceeded. 

Dividends Paid.—Preference dividends paid during the current 
year, or interim dividends paid on ordinary shares, should be entered 
in the Appropriation Section of the Profit and Loss Account, as 
explained later, and should not be debited in the main section of that 
account, as many examination candidates are in the habit of doing. 
To debit such payments in the main section of the account tends to 
obscure the account and to make it difficult to see at a glance the actual 
trading result for the year. 

It is obligatory also to set out dividends proposed to be paid, and, 
of course, it is important to distinguish clearly between dividends 
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which have been paid and those which are proposed. The following is 
a suitable method:— 

PROFIT AND LOSS ACCOUNT. 

(Debit Side or Appropriation Section.) 


To Dividends on Share Capital {less income tax) ;— 

5')o Preference Shares, paitl for the year . 3,300 o 

On Ordinary Shares : 

Interim dividend of is. ^d. per share paid if>,5oo o 

hinal dividend of iJt. 91/., tH»r share now recrom- 

inended, making 3.V. mi. in all for the year . 23,100 o 

„ Halance carried forward ..... W,55o o 

£51,450 o 


Deferred Revenue Expenditure,—Exceptional and costly expendi¬ 
ture is sometimes “ held up in the Balance Sheet, a fixed proportion 
being charged annually over a period to Profit and Loss Account, as 
in the case of Preliminary Expenses. The expenditure held in suspense 
is treated as a temporary asset as explained on p. 34. In some cases 
special power is given by the Articles to the directors to spread 
expenditure over a term of years when justified by the nature of the 
outlay. Apart from this, there does not appear to be any direct legal 
sanction for the ])rocediire, although it has long been confirmed by 
custom, and is recognised in the Companies Acts, in the case of pre¬ 
liminary expenses, expenses of issue of shares and debentures, com¬ 
missions on placing shares, etc., which must each bo shown separately 
on the Balance Sheet until written off. 

Financial Expenses.—These usually consist of ILank interest and 
charges; interest on loans and debentures; discount, commission, 
and similar charges, connected with the financing of private or joint- 
stock enterprises. They are in a somewhat different category from 
deferred revenue expenditure mentioned above, but they are charges 
against revenue, and must be dealt with in the Profit and I-oss Account. 

Income Accrued,—Revenue of this kind, consisting of interest, 
rents, and the like, must be treated in the reverse way from the charges 
against profits enumerated above. Profit and Loss Account must be 
credited (by means of additions to the relative items), and Sundry 
Debtors ** be increased by the same amounts. The various ledger 
accounts will be treated in the manner shown on p. 27, except that the 
entries will be reversed. Dividends, however, should not be antici¬ 
pated. As regards dividends on ordinary shares this is almost self- 
evident, since the amount of the dividend cannot be known till the 
dividend is declared, and therefore there is no ascertained figure on 
which to base a calculation. It is true also, however, with regard to 
preference dividends; since the.se do not become a debt till they are 
declared they cannot properly be regarded as accruing; even where it 
is known that they have in the past been so well covered by profits 
that the declaration in due course may be considered a moral certainty 
it is better not to anticipate the actual declaration. On the other 
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hand, it is permissible to take credit for, and bring in as an asset, any 
dividend, whether preference or ordinary, receivable out of the profits 
of a period ending not later than the dale of the Balance Sheet we are 
drawing up and actually declared before the date on which we are 
preparing our accounts. The required information for entries in 
respect of income accrued can be ascertained from the ledger accounts 
relating to investments or from the Investment Ledger if one is kept. 

Transfer Fees.—Receipts under this lieading will, of course, appear 
only in the Trial Balance of a limited company. The charge for 
registering the transfer of shares from seller to buyer in the share 
registers of a limited company is usually at the rate of 2s. hd. per deed. 
Income from this source can be checked with the number of transfers 
filed, and should be credited in the Profit and Loss Account in a separate 
item, and not be deducted from office expenses, as examination candi¬ 
dates soiiKdimes do. 

Apprentice's Premiums.-- It has been stated already (see p. 26) that 
in the accounts of manufacturing concerns these premiums .should be 
credited to Manufacturing Account. Examination questions some¬ 
times contain information to the following effect: Apprentice.ship 

fee (£500) received from A. B. for five years’ articles, one year of which 
has expired.” 'fhis is an indication that the candidate is required to 
credit one year’s fee (/loo) to the current year, and to carry forward 
the balance of £400 as a liability in the Balance Sheet to be dealt with 
in ecpial annual instalments as the years expire. 

Profit on Sale of Investments.—If the undertaking be that of a 
finance or trust company, whose business it is to deal in investments, 
any profits or losses made are properly dealt with in the Profit and 
Loss Account. Profits made on the sale of investments held by 
trading companies may also, without grave objection, be taken to 
Profit and Loss Account and distributed as dividend. But if the 
investments held form part of a reserve fund, it is suggested that any 
profits realised on their sale are more wisely taken to the reserve fund 
and re-invested. 

Premiums on Issue of Shares.—These are obviously of a capital 
nature. Prior to 1948 it seems there was no legal bar, notwithstanding 
this, to their being credited to Profit and Loss and distributed as 
dividend. The 194S Act, liowever, has altered this position (S. 56). 
This section lays down that henceforward any such sum must be 
transferred to a ” share premium account ” and, that, save in stated 
exceptional cases the Share Premium Account must be treated in the 
same way as the paid-up share capital f(;r the purposes of the rules 
applying to a reduction of capital: that is to say. its treatment as a 
revenue profit is absolutely prohibited, 'fhe exceptions referred to (in 
the same section of the Act) are that the share premium may be used 
either (i) in paying up unissued shares as fully paid bonus shares, 
or in writing off (2) the company’s preliminar}^ expenses or (3) com¬ 
mission paid or discount allowed on the issue of any of the company's 
shares or debentures, or (4) in providing for the premium payable on 
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the redemption of any redeemable preference shares or debentures. 
The section applies to premiums on shares issued at any time before 
1948 unless it had already (prior to July 1948) applied so that at that 
date it no longer formed an identifiable part of the company s reserves. 

Entrance Fees and Subscriptions.—If the accounts under construc¬ 
tion are those of a club or non-trading society, it will be found usually 
that some subscriptions have been paid in advance of the financial 
period. All amounts so paid in advance must be eliminated from the 
Income and Expenditure Account, and separately stated in the 
Balance Sheet as a liability. Subscriptions in arrear must be credited 
to Subscriptions Account, and be stated separately as an asset in the 
l^alance Sheet. Entrance foes are usually treated as income for the 
period during which they are received. In strict theory, entrance fees 
are in the nature of capital, but by common custom they are treated 
as current revenue, and the examination candidate should follow this 
practice, if he is called upon to deal with accounts containing such items. 

The student will at this stage clearly understand that the one 
object of all the adjustments referred to above is to ensure that the 
whole of the income and expenditure which has accrued during the 
particular financial period dealt with is included in the 'frading and 
Profit and Loss Accounts, no matter w'hether the expenditure is dis¬ 
charged, or the income is received, or not. The section of the Profit 
and Loss Account dealt with above should be strictly confined to such 
items as affect the actual profit or loss for the period. All other trans¬ 
actions should be dealt with in the final or Appropriation Section, as 
explained hereafter (see pp. 66-67). 


III. P KOFiT AND Loss AccouNis [continued). 

The various items dealt with above originated from actual income 
and expenditure received, paid, or accrued due. The balances of the 
ledger accounts whence these items are derived appear in the Trial 
Balance extracted from a set of books prior to the preparation of the 
Annual Accounts, or in the list of balances submitted to the e.xainination 
candidate, as the case may be. But before the net profit for the period 
can be ascertained, certain adjustments must be made, which in the 
initial stage are not represented by any entries in the books or the 
Trial Balance. It is now necessary to consider some of these adjust¬ 
ments. 

(a) Capital and Revenue. 

In the majority of instances expenditure will have occurred during 
the year which will require to be adjusted as between capital and 
revenue. Such adjustments require great care if the profit showm is 
to be the true profit earned. The expenditure with which such 
adjustments are most frequently concerned is expenditure upon such 
fixed assets as Buildings, Plant and Machinery, Loose Tools, Patterns, 
Patents, Fixtures and Fittings, and the like. 

It is impossible to devise an acid test as to what is capital expeiidi- 
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ture and what revenue expenditure. I'he same expenditure may lx* 
capital expenditure in some circumstances and revenue exjXMidituro in 
others. Wages paid by an engineer to workmen for making a boiler 
be used in his own works is capital expenditure; the same wagr^ 
expended upon a boiler manufactured for sale constitute a charge 
against revenue. In Accounting, on p. 57, the present writer remarked 
as follows: Broadly speaking, it may be said that expenditure wiiic/i 
extends or eiihajnces the earning cajxicity of the original equipment, 
and enables it to earn more income, or to work at smaller cost, is 
capital expenditure. All other expenditure must be charged against 
the revenue earned by the equipment" In other words, revenue 
expenditure is that wdiich is incurred in maintaining the fixed assets of 
a business in efficient working order; in the conduct and administration 
of tlie business; and in the manufacture and distribution of the goods 
handled. 

The first task of the examination candidate when confronted wdth 
a list of balances, from which a set of accounts is to be compiled, is to 
distinguish between the revenue (Profit and Loss) items and the 
capital (Balance Sheet) items. If the rules given above arc applied to 
these items, and to the adjustments required, there should be no 
difficulty in discriminating between those appertaining to capital and 
those appertaining to revenue. 

Extract from Examination Question .—Amongst the items in a list of 
balances the following appear, “ Manufacturing Wages, /13,062; Loose 
Tools, ^^2,864.'' Amongst the instructions appear, “ Valuation of 
Loose Tools at end of the year, £2,100. Manufacturing Wages (£364) 
were spent in making loose tools for use in the company's factory.*' 
Solution .—In the Manufacturing Account, '* Manufacturing Wages " 
should be stated at £13,062 — £364, i.e. £T2,6qcS. 

" Depreciation on Loose Tools " in the Profit and Loss Account 
should be stated at £1,128, arrived at as follows: 

Balance at beginning of the year 
Add Wages paid during the year 


3.22.S 

Less Valuation at end of the year ..... i,ioo 
Depreciation to be charged to Profit and Lo.ss Account . . £i,izS 

In the Balance Sheet, the asset would appear as follows:— 

Loose Tools 

Additions during the year 

3,228 

Less Depreciation . . . . 1,128 

- ^ 2.100 

As the loose tools in question were added to the manufacturer’s 
plant and not made for s^e, the expenditure is capital expenditure. 
Hence the treatment illustrated above. 


L 

2,864 

3<>4 


L 

2,864 

3«>4 
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Hard-and-fast rules cannot, of course, be laid down. Each case 
must be considered on its merits, and in the light of the general rules 
given above. 

For example, £$00 has been spent upon: (a) repairs, (6) replace¬ 
ments, and (c) additions to a cigarette machine. The repairs {a), cost- 
ing £40, were necessary owing to careless handling of the machine. 
The replacements (&), costing £60, were necessary because certain 
running parts of the machine failed to function properly owing to wear 
of the parts. The additions (c), costing £400, consisted of certain 
adjustments to the machine, by which its output of cigarettes was 
increased 3,000 per hour. Neither (a) nor (h) add anything to the 
original value of the machine. These expenditures simply keep the 
original machine in fair running order. Both expenditures are there¬ 
fore chargeable to revenue. It is otherwise with the expenditure (c). 
Here there is an addition to the original asset by which its earning power 
is increased beyond its earning power when it was originally installed. 
The £400 spent in acquiring this added earning power may therefore be 
legitimately added to the capital value of the asset. 

Revenue Charges in Suspense.—^Adjustments may sometimes result 
in so heavy a charge against revenue that it is customary and legitimate 
to spread the expenditure over several years. A removal, perhaps, 
affords a good example of this treatment. 

Illustration.---Blanks, Ltd., removed their factory to more commodious 
premises. 

(a) The actual cost of dismantling, removing, and re-installing the plant 
and machinery, furniture, stock, etc., was ^(2,396. 

(h) Plant and Machinery stood in the books at ;fio,876. One machine, 
standing at £500, was obsolete, and the opportunity was taken to sell it 
for /loo and replace it by a modern machine costing 

(cO Furniture stood at ^782, and a portion of it, being unsuitable, was sold 
for £'8o, the book value of the sold portion being ;£i25. New furniture costing 
/A05 was purchased for the new offices. 

(d) Fixtures and Fittings stood at £1,200, and were sold to the purchaser of 
the old premises for £>^oo. New fixtures and fittings were purchased for the 
new factory at a cost of /1.850. 

Sidution ,—The adjustments as between capital and revenue are as 
follows > - 




Capital. 

Revenue. 



L 

i 

(a) 

Removal Expenses .... 


2 . 39 (> 

(6) 

Plant and Machinery— 



Loss on sale of obsolete machine 

Cost of new machine 

«75 

400 

W 

Furniture— 



Loss on sale of unsuitable furniture 

Cost of new furniture 

•195 

45 

(d) Fixtures and Fittings— 



Loss on sale of old fixtures 

Cost of new fixtures 

1,850 

400 



£S.220 



It may be assumed that the removal will benefit future years. It is there¬ 
fore legitimate and usual to spread the revenue adjustment—in this case 
^3,241—over from three to five years, as in the case of preliminary expenses. 
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(b) Df-rKl-ClATlON. 

Few, if any, annuul uccoimts arc prcpiircd that do not inclmir 
adjustments for the waste or do})reeiati()n that has taken pkicc in Uk- 
fixed assets employed by the business. 

Definition.— Depreciation is the diminution in the utility value ot 
an asset due to natural wear and tear, exhaustion of the siibjectniatter, 
effluxion of time, accident, obsolescence, or similar causes. Wear and 
tear is inseparable from all woriciiig assets, and can be assessed with 
approximate accuracy. Deprecriation due to obsolescence, fall in 
market value, and other outside causes is difticult to foresee or provide 
for. The term “ depreciation ” suggests waste arising from gradual 
deterioration rather than sudden loss or diminution in value. Fluctaa-- 
tion in value owing to market or other causes is not depreciation. 
Depreciation is a permanent diminution in value; fluctuation is 
temporary, and may operate to increase temj)orarily, as well as to 
diminish temporarily, the value of an asset. Although, of course, a fall 
or rise in market value may sometim(‘s i)rove permanent. The real 
object of adjustments for deprociiition is to distribute llie original cost 
of wasting assets over the term of tlieir working life. Idant and 
machinery and similar assets employed in earning profits gradually 
decrease in value through use, and the measure of this shrinkage in 
value is termed depreciation, and must be provided for out of revenue. 

A word which is increasingly coming into use in this context is 
Amortization. It means the provision in the accounts of a business 
of an amount towards the wear and tear and ultimate replacement of 
fixed assets. The expression first seems to have been used on the 
other side of the Atlantic, but has now gained a substantial footing in 
this country and will often be found in the published accounts of 
limited companies in the sense here explained. 

Fluctuation in Value.—'llie fluctuation in value oi fixed assets due 
to outside factors, a fall in market value of similar assets, may be 
ignored, since sucli fluctuations do not reduce the earning power of the 
assets. Fixed assets are not held for salt*, but to earn revenue, and 
their value to a going concern is not affected by market fluctuations 
in tlieir value. Fluctuations in the value of Jloalhi^ asst'ts, t’.g. stock, 
may also be ignored if they are temporary fluctuations. But if the fall 
in value appears to be permanent, stock or other floating assets must 
be written down to the level of current market prices. 

Provision for Depreciation Essential.—The author has heard manu¬ 
facturers say in a year of lean profits that they “ cannot afford to allow 
for depreciation this year." 'fliis attitude is quite unsound. The 
depreciation that should be allowed for bears no relation to the gross 
profits made for the year. The depreciation has actually occurred. 

It is a part of the cost of production and must be provided for no 
matter what gross profits or losses are shown by the 'JVading Account, 
otherwise the net profits or losses shown by the Profit and Loss Account 
and the balance of the manufacturer's capital account will be inaccurate. 

Illustration. —Blanks, lAd., purchased a cigarette inacliine for /i,200. Its 
probable life was estimated to be five years, at the end of which time its scrap 
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value would be £100. If no depreciation is written off the machine, it will 
appear in the books when sold as of a value of 1,100 {i.e. £1,200, the original 
cost, less £100 the proceeds of sale as scrap). Clearly this wastage of £1,100 
should have been spread over the life of the machine. Broadly speaking. 
Blanks, Ltd., paid /i,ioo in advance for the work the machine was going to 
do in the live years. Each year of the five should therefore have borne its due 
proportion of the ;ii,ioo. Roughly, the waste is £220 per annum, and if this 
sum had been debited to l^rofit and Loss Account and credited to Cigarette 
Machine Account each year, the asset account would have been eliminated at 
the end of the five years when the machine was sold for £100. 

Depreciation must be credited to the asset account in question, and 
debited either to a Depreciation Account or (by a short cut) to Profit 
and Loss Account. The transfer may be either direct or through the 
Journal: theoretically, the use of the Journal is desirable, but it is not 
strictly necessary. If the Journal is used the entries will be on the 
following lines:— 

JOURNAL. 



1 

! /: 

s. 

ij £ 

s. 

d. 

Depreciation Account . 

. IV. ! 

■ 371 

i 

0 

o|| 



To Machinery and Plant fio%) . 



1 200 

0 

0 

Loose I'ools (as per valuation) 



, 


i| *51 

0 

0 

I'lirnitnre (5%) . 





0 

0 

For depreciation for the year ended 

December 31, 







ly... 



i 


\ 



1 I’rofit and Loss Account 

Dr. 


i 

: 

0 

0 ! 



1 'I'o Deiireciatitm Account . 




1 371 1 

0 

0 

1 Transler of halaiu'.e. 



1 1 


i 1 

i 



In this manner, a comprehensive record is available for reference 
in future years. Examination candidates freciuently omit one side of 
the depreciation entries, and the few minutes occupied in journalising 
them as above will ensure correct treatment, and is time well spent. 

Methods of Assessing Depreciation.— fhe assessment of deprecia¬ 
tion must of necessity be based upon estimate. There is no room here 
for dogmatism, and tables of fixed rates of depreciation designed for 
every trade and asset are worthless. Each case must be judged on its 
merits and in the light of all the circumstances. 

The accountant’s task is; («) To assess as closely as possible the 
money equivalent of the depreciation that wall take place during the 
life of the asset, and (b) to distribute this assessment equitably over 
the working life of the asset. 

In order to do this the following data are necessary: {a) The 
original cost of the asset, {h) the interest on the capital cost, (c) the 
probable working life of the asset as employed (some machines may 
stand idle for long periods, others may be worked both day and night), 
(//) its scrap value at the close of its useful life, (e) the degree to which 
it is liable to become obsolete, (f) whether the asset w^ill be maintained 
in efficient re])air. The answers to (c), (rf), (c), and (/) will be supplied 
by the technical experts. 

When the amount of the depreciation to be i)rovided for has been 
assessed, five methods are commonly employed for its distribution 
over the life of the asset. These arc: (t) The straight-line, or equal- 
instalment, method; (2) the diminishing-balance method; (3) the 
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annuity method; (4) tlie sinking-fund method; (5) the insurance 
policy method. Occasionally a sixth method—/.c. valuation—is em¬ 
ployed. Where a costing system is in operation, or the necessary 
statistics are otherwise available, other methods, based on output, 
machine hours, efliciency hours, etc., are sometimes employed. 

(i) The Straight-Line Method.— By this method, which is also 
known not infrequently as the “ fixed-instalment " method, the original 
or present value of the asset is divided by the number of years of its 
estimated “ useful ” or " working '' life, and an equal part of the cost 
is debited each year of the life to revenue, rej^airs and renewals of the 
asset also being charged to re\'enue. If the scrap value of the asset at 
the close of its life can be estimated, this sum is deducted from the 
original cost before the annual instalments chargeable to revenue are 
computed. 'J'hus, if the original cost of a machine be £2,000, its 
estimated working life be ten years, and its scrap value at the end be 
£200, then the amount to be charged to revenue is £2,000 — £200 — 
£r,8oo, or £i<So per anmmi under the straight-line method. If additions 
are made to the asset during its life, they must be treated in a similar 
wa3", and be spread over the remainder of the period in equal instal¬ 
ments. 'riie Institute of Chartered Accountants has oflicially recom¬ 
mended to its members that this method is the most approj)riate one 
to use in most cases. 

The advantages claimed for it are: (a) its simjdicity, and (/>) the 
fact that the asset is completely eliminated at the close of its life. 
Objections sometimes urged against the method are : (a) that additions 
to an asset so treated cause changes in the asset account, and conse¬ 
quently fresh calculations of the depreciation charge become necessary; 
(/>) the question of interest is ignored; and (c) the burden of repciirs 
falls more heavily on the later than the earlier years of the life of the 
asset. As to (c), experience proves that in the case of a large plant 
employing maclhncs of all ages, the system works satisfactorily, since 
the heavier repairs on the older machines are counterbalanced by the 
lighter repairs on the ne\\’er. 

This method is frequently applied to short leases and similar short¬ 
lived a.s.sets, all repairs being charged to revenue. 

llliisiration .—A cigiirctte-boxing machine co.sts i^i The life of the 
machine is six years. The sera]) is /^2oo. The amount to be spread over the 
period is, therefore, £i,200, or /,2oo per annum. 


CIGARKTTt:-BOXING MACH INK. 

Ur. Cr. 



f 

i I 

i 

5 . 


: To Original Cost . \ 

■ i,40<» ■ o • o 

! By Depreciation Account 1 



1 I 

: j i 

i (annual instalment) 

i 200 

0 

0 

i i 

I 

\ „ Balance carrieil down 

! 1,200 

0 

0 

I i 

i|i(;i,4oo! <> o 

j 

£1,400 

0 

!7 

! : 

j To lialaiH.c brought flown 1 

( ! 

!■ i i 

ii 1,200.0.0 

j 


! 


(2) The Diminishing Balance Method.—By this method, a fixed 
percentage, e.g, 10%, is written off the diminishing balance of the asset 
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account every year. If this method is adopted, care must be taken 
that the percentage rate employed is sufficiently high to allow of the 
asset being eliminated at the close of its life. 

The chief advantage claimed for this method is that the revenue 
charge is equitably averaged, inasmuch as, in the early years, when 
the machine is new, the depreciation charge is heavy and the repair 
and maintenance charge light, whereas, in the later years, when the 
repair and maintenance charge is heavy, the depreciation charge is light. 

Experience shows that this is probably the most popular method 
with business men. The difficulty is to induce them to adopt a per¬ 
centage high enough to reduce the asset to its scrap value at the close 
of its working life. 

Examination candidates appear to experience difficulty wiien a 
Trial Balance contains an asset account (commencing balance) with 
additions during the year, and also instructions that depreciation is to 
be provided at a given rate. In the absence of instructions to the 
contrary, the candidate should ]:)rovide for depreciation at the given 
rate on the total final debit of the asset account. 

Jllitsiraiion. Machinery and Plant, ,(12.950; Additions during the year, 
^479. The company’s workmen were paid ,(121 wages in installing the 
additions to the Machinery and Plant. I>epreciation at to% is to be written 
off Macliinery and Idanl. (Extracted from an Examination Trial Balance.) 

SoJuiion. 

MACIIINKRV AxND PLANT ACCOUNT. 

Dk. _ Cr. 

I i t I 

I To lialaiK^f* . . . j ii’,y50!oIo I 

; „ Addilions during tljn : ■! ! j ; 

: yo.ir ■ ! !! A79 ; 0 -o 

„ Transfer from W'afifs ; ii i | 

I .\i'.c(»unt . , j jl i^iio-o 

i j j “I” 

Ten per cent. d('|)rociation on /i3,550, i.e. ;£i,355 should be debited to 
Profit and Lo.ss Account, and the asset be slunvn in the Balance Sheet as 
follows :. 

£ £ 

Machinery and Plant ..... 12,950 

Additions during the year .... 600 

13,550 

Less Depreciation ..... 1,355 

- £i^,J 95 

In actual practice, additions may be made so late in the financial 
period covered by the accounts that provision for depreciation may 
be considered unnecessary. In any case, additions create no difficulty, 
since depreciation of them can be adjusted to the date when they were 
made, and the needs of the case. In the great majority of cases, depre¬ 
ciation is written off the final balance of the a.sset account as shown in 
the above illustration. 

In examination questions, where additions to an asset are included 
in the Trial Balance, and a general rate is named for the depreciation. 
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the candidate is sonu'tiines informed in the “ Instructions ” following 
the Trial I^alaiice that the average date of the additions was, e.g, 
September 30. This indicates that the rate of depreciation named 
is to be based upon this average date. Where the financial period 
dealt with by the accounts covers a year ending at December 31, this 
means that the euiditions are to be depreciated at the rate named, but 
for three months instead of the whole of the year. 

The student will realise that w'hereas a fixed depreciation percentage 
charged each year upon the original cost, as in the straight-line method, 
will eliminate the asset during its life, the same percentage as employed 
by the diminishing-balance method will leave a considerable balance 
on the books at the end of the life of the asset. For example, a machine 
costing £1,000 and possessing no scrap value, having an estimated 
life of five years, would, on a 20% basis of dc])reciation, be eliminated 
as an asset at the end of the five years, but, if it were depreciated at the 
rate of 20% on the diminishing balance, the asset would stand in the 
books as of a value of ^^327 13s. jd. at the close of the period. An 
asset depreciated at the rate of 10% on the diminishing annual 
balance will have a book value of over 35^0 original cost .it 

the end of 10 years, 12% after 20 years, 4% after 30 years, and 1% 
after 43 years. It is not always easy to convince business men of 
this difference Vjetw^een the two methods. 


(3) The Annuity Method. —It is assumed by this method that the 
capital sunk in the ])urchase of the asset is earning interest. The 
annual depreciation charge is ascertained from Tables, and is calculated 
so as to eliminate the asset, together udth interest on the capital sunk, 
at the close of the life of the asset. Interest on the ca])ital sunk, at the 
agreed rate, is debited to the asset account and credited to revenue 
each year. This theory assumes that the capital expended on the 
asset earns the interest credited to revenue in each financial period. 
The interest taken credit for decreases automatically as the depreciation 
charge reduces the book value of the asset. Tlie de}:)reciation charge 
is constant. It is clear, therefore, that revenue bears a gradually in¬ 
creasing burden. This is probably the most scic'ntific system, but it is 
not popular with the commercial community. An objection to the 
method is that when additions are made to the .>\sset Account revised 
calculations must be made, and, particularly also, that, in the early 
years, the book value of the asset may be in excess of its real value. 
By this method, the asset account will ai>pear as follow'^s:— 

ASSET ACCOUNT. 

Dk. Cr. 


i 

|i L U-!*/. 

To Original Cost . 

\[ 1,2<K) ' 0. 0 

„ Transfer to Profit and 

i ! 

Loss Ac<;onnt, being 

i ! 

interest at 5% . 1 

,'l 60 . 0 0 

Ij ; i 


i * ! 

j j|£i,26o: 0 0 

To Balance brought down j 

' jj 982 [16,'8 


. Uy Pn.fit and Loss Ac-! 
I count, l>cin({ annual 

! dirpreciation charge 

j (as per actuarial 

; tables) for five years 

! „ Ilalaiict‘ carried down 


277: 3 4 
9H2 jifaj H 

£1,2601 o; o 
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If preferred, the transfer of interest may be made to the credit of 
Interest Account, and thence, in due course, to the Profit and Loss 
Account. 

(4) The Sinking Fund Method. —This method also takes into 
account the question of interest. A fixed amount is charged each year 
to revenue, and at the same time an equivalent amount of cash is 
separately invested. The annual instalment represents the amount 
which, invested at compound interest, will, at the close of the period, 
realise a sum equal to the original cost of the asset. The asset remains 
in the books at its original cost until the close of its life, when the sink¬ 
ing fund is used to eliminate it. The advantage of this method is that 
it provides the actual cash wherewith to replace the asset. 

I'he records of a sinking fund invested in Stock Exchange securities 
(Arcadia 5% Gold Bonds at par) are as follows:- 


|)K 


SINKING FUND. 


Cr. 

Ypar. 

1 

To Balance carried down 

1 f- 

1 !i 1,000; 0:0 

iLi.' 

Year 

1 

! 

j By Profit and Loss Ac- 
i count . 

'I ^ 

j| 1.000 

's\d. 
O) 0 

2 

To Balance carried down 

II 

ii 2,050 j 0 0 

ij ■ i 

il 1 I 

2 

! By Balarifre brought doivn 

1 „ I'rofit ami J-oss Ac- 
! count . 

1 „ Interest . 

Ij 1,000 

ii 

1' 1,000 

!; 50 

o| 0 

! 

O; 0 

0 0 



|:jt2i05ol O'0 




oi 0 

3 ! 

1 

1 

1 

To Balance carried doM’n 

i! " 'I"'"" 

1 3,152 |io 0 
^ r 

Ii 

3 

By Balance brought down 
„ I’rofit and Loss Ac- 
coinit . 

„ Interest , . . ! 

'! 1 1 

il 2,0501 0! 0 

Ii 1 1 

1 1,000 i O; 0 
j! 102 iioj 0 

! 


1 ;k 3 ti 52 !lo 0 


j 

ii/.,3,i52 

10! 0 


j 

II 11 

1: i i 

4 

1 

By Balance brought down | 

i 1 

If 

ii 3.J52 

loj 0 


INVKSTxMENT OF 

SINKING FUND. 



Dr. 

(Aucadia 5% 

Gold Bonds.) 

Cr. 


Year. 



! £ 

i 

s.! d. 

I 


£ 

s. 

J 

To Cash 


1,000 

oI 0 





2 

„ Cash 


1,050 

o' 0 





3 

„ Cash 


1,102 

io| 0 








£3.152 

!io| 0 

1 i 

1 




Note .—In practice, the investment of the cash instalment and the re-invest¬ 
ment of the interest may not take place until after the end of each year, so that 
on the Balance Sheet the amount of the Sinking Fund may appear greater than 
qic amount of the Investment. The cash instalment for the last year and the 
interest would not be re-invested, but, with the proceeds of the sale of the invest¬ 
ment, would form the fund available for the purchase of the new asset. 

(5) The Insurance Policy Method. —This is another form of sinking 
fund. A capital endowment policy is taken out with an Assurance 
Company for the amount necessary to replace the asset, maturing at 
the close of the life of the asset. The advantage of this method is, as 
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compared with the sinking-fund method, that the exact sum required 
will be forthcoming when the asset is to be replaced, whereas a sinking 
fund invested in Stock Exchange securities may, owing to market 
fluctuations in the stock selected for investment, result in a deficiency 
at the required date. Again, a sinking fund, by pressure of circum¬ 
stances, may be diverted from its original purpose. 

The normal method of book-keeping employed is to open two 
accounts. The first, to which all the premiums paid are debited, is the 
Policy Account. The second, the credit side of which are posted the 
annual transfers from profit and loss is the Sinking Fund or Redemption 
Account. The balances on these two accounts will always be equal in 
amount, but on opposite sides. It is usual, but not obligatory, to 
maintain the policy account at eitlier cost (the total of premiums paid) 
or surrender value, whichever is the greater. In most cases it will be 
found that in the first few years the surrender value is less than the 
total of the premiums paid to date, but after a period the surrender 
value (by reason of accumulating interest) begins to exceed the total 
of the premiums by larger and larger amounts. As soon as this 
happens the policy account is wTitten up to correspond, the transfer 
being to the credit of Sinking Fund Account. It will be noted that 
under this method (and the same normally applies to the Sinking Fund 
Method described under (4) above) the total of the transfers from profit 
and loss is equal to the total of the premiums paid (amounts invested), 
and since this last total is practically always less than the capital 
amount for which the policy is taken out (the proceeds of the invest- 
ment.s) which in turn is equal to the cost of the asset to be replaced. 
The total of the charges cigainst profit is less than the cost of the asset. 
The difference, of course, represents interest receivable over the period 
but not credited to profit and loss as such : actually this interest has 
been applied indirectly in reduction of the charges against profit. 

In the illustration it is assumed that:— 

(a) the annual premium is £100 payable annually on January i ; 
(^;) for the first three years the surrender value is less than the 
total of premiums ]:)aid to date; and 

(c) at the end of the fourth year the surrender value of the policy 
is ^^403 and at the end of the fifth year £525. 

ENDOWMENT POLICY ACCOUNT. 

(Debit Side Only.) 


i Date. 1 


f 

.V. 

1 

d. 

j jan. I ; To Cash (Premium) 


100 

0 

0 

; |an. I i To Cash (Premium) 

! i 


100 

0 

0 

! ! 

1 

2 <)f) 

0 


' Jan. 1 j 'J o Cash ..... 


lot) 

0 

0 

i 


. 

300 

0 

0 

: Jan. I I To Cash ..... 


100 ! 

I 

0 

: Dec. 31 , „ Kedemption Acc.ount . 


3 ! 

I 

0 

' 1. ! j 

403 

0 

j 

1 0 

. Jan. i To .....: 

I<K) 

0 

1 0 

Dec. 31 1 „ Kecleuiption Account . . . j I 

33 j 

0 

1 0 

■ f ■ ! 

1 ! ! 1 

1 1 

' ^ 1 

'7 
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ASSET REDEMPTION ACCOUNT. 
(Credit Side Onev.) 


... ...■... 

. ■-.■■■■-■ - ; ■. 

-..... _. 

.-... . 

Year. 

Date. ! 

i| £ 

s. ' d. 

1 

I Dec. 31 ! Ily Profit and Loss Account 

:i i(x> 

0 0 

- 

' Dec. 31 Hv Profit and Lc»ss Account 

! ■ 1 

j; -no 

0 0 


i * 

r 200 

0 0 

3 

j I^ec. 31 By Profit and Lt»ss Account . . , 

;; UK) 

0; 0 


! 1 

! .!<»" 

0 j 0 

4 

! Dec. 31 By Profit and Loss Accmml . . ! 

j j 100 

! i. . ‘V.. 

1 0 1 0 


! „ policy Account . . . . ! 

i 

I 1 

; c) i 0 


! i 

i 

' 403 

0 ! 0 

5 

. Dec. 31 : By l*rorit and Loss Account . . l 

1 1 100 

0 0 


i j ,, J’olicy Account . . . . j 

1 1 22 

0 0 


i ' 1 

i 1 1 

j 1 

: ; /.525 

j 0 0 


(6) Valuation Method. —Sometimes, depreciation is determined by 
the process of actual re-valuation of the asset at the close of each 
tinancial period. In any case, such valuations, where practicable, are 
valuable as a periodical check upon book values arrived at by ordinary 
depreciation methods. This method is not suitable for heavy fixed 
assets such as buildings and the like. Indeed, in unscrupulous hands, 
the method might become dangerous, in addition to being costly. 
But some assets are particularly suitable for re-valuation, f.g. loose 
tools, copyrights, patents, horses, cattle, sacks, cases, casks, bottles, 
etc. The difference between the book value of assets and the valuation 
is treated as doi)reciation and written off accordingly. Should the 
valuation disclose an appreciation in value, it is wise for l)ook-kecping 
])urposes to ignore the appreciation. 

Examination questions frequent^ indicate that the depreciation 
on certain assets is to be based on a valuation, particulars of which are 
given, as already explained at pp. 25-26. 

Depreciation Provisions—Limited Companies. —Until quite recently 
(this is written in ig4q) it has been the almost universal practice (except 
under the “ double-account system ”) to credit any depreciation to the 
asset account concerned, so that the debit balance on that account, 
which has been diminished by the amount of depreciation in question, 
represents the net “ going-concern '' value of the asset. In view, how¬ 
ever, of the requirement of the Companies Act, 1948, that balance 
sheets should now disclose the cost of fixed assets, together with 
aggregate depreciation, it can be seen that, so far at any rate as limited 
companies are concerned, the old method is inconvenient and must be 
superseded. Admittedly, if the books are methodically kept it should 
in theory be possible to derive from them the necessary figures of cost 
and aggregate depreciation, but except in the case of a new business 
the ascertainment of these figures may be a long and laborious under¬ 
taking, and if there have been sales of a portion of the fixed assets the 
difficulty will be increased. It is therefore advocated that hence¬ 
forward the records of all fixed assets should be maintained in the 
books permanently at cost, so long as the assets are in existence. 
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depreciation provisions being credited to a separate account in which 
they accumulate as a credit balance which tends to increase year by 
year. If properly kept, these tw^o accounts, tlie Asset Account on the 
one hand and the Accumulated Depreciation Account on the other, will 
at once give directly the particulars required to be disclosed in the 
balance sheet. 

While, for the reason stated, this method is now necessary as 
regards limited companies, it is clear that in any event it gives more 
information than the old method, and is on that account to be preferred 
to all cases. The author suggests therefore that unless there are 
objections or difliculties in particular cases the new method may with 
advantage be adopted even in the books of partnerships and sole 
traders. 

In practice, the metliod offers no difficulties until an asset is sold or 
scrapped. When that happens an adjustment becomes iu‘cessary: tlie 
cost of the asset sold must be credited to the Asset Account and 
debited to the Depreciation Account. If the proceeds of sale are 
credited to the Depreciation Account and if, further, the proceeds of 
sale happen (which will obviously be rare in practice) to be equal to 
the net value of the asset in the books, that will be the end of the 
matter: the existing accumulated depreciation add(‘d to the proceeds 
of sale are together equal to the cost, so the debit and credit entries 
cancel out and no balance relating to the asset sold remains in the 
books. In other cases there will be a debit or credit balance remaining 
which will rep)resent a loss or profit on sale, as ihc case ma\’ be. 'I'liis 
may, if thought fit, be transferred to Profit and Loss Account: if no 
such transfer is made, the effect is to decrease or increase, according 
to the circumstances, the balance which remains standing on the 
Depreciation Account. It can readily be seen, for instance, that if 
there is actually a profit on sale which is allowed to staiKl on the 
Depreciation Account this is equivalent to treating such profit as a 
depreciation provi.sion applicable to the remaining (unsold) assets, but 
not provided (or only indirectly) by a charge against revenue. Such 
treatment apparently does not conflict with the Comj)anies Act (see 
the Eighth Schedule, para. 7 (i), which excepts j)rovisions for de¬ 
preciation from the requirement to disclose the scairce of annual 
variations of reserves and provisions unless such variations are disclosed 
in the Profit and Loss Account), but if the amount involved is large the 
result might be misleading if the reason is not disclosed. It is clear, 
on the other hand, that if a substantial loss on sale is debited to the 
Dep^reciation Account the result may be to make the resultant aggregate 
provision too small, so that a further provision, charged to profit and 
I0.SS, will be necessary in addition to the normal provision for the year. 
In effect, therefore, the year’s total j:)rovision w^ould include the loss 
on sale, and it would be more informative to disclose the fact. 

If it is a case where the original cost of the assets is not ascertainable, 
so that the alternative net book value ” method permitted by the 
Act has to be adop^ted, then the net book value ” (as on June 30, 
1948, or earlier accounting date applicable) will be the amount to 
stand permanently in the books in the same way as would the cost had 
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that been known. In this case only the depreciation provided since 
June 30,1948 (or earlier date), would be accumulated as a credit balance. 

In such a case, i.c. where there are assets recorded at net book 
value," it is most advisable to keep such assets in one account, and 
assets purchased later (to be shown of course at cost) in a separate 
account: failure to do so will most likely lead to difficulties and 
confusion later. Further, it is advisable, as a further refinement, to 
maintain also two separate) depreciation accounts, one to record 
depreciation provided in respect of the " net book value " assets and 
the other depreciation provided in respect of the assets shown at cost. 

The only point still remaining to make is that it is highly advisable, 
in all cases, to keep detailed inventories of all fixed assets, showing at 
least the cost and date of purchase of each item: if this is not done 
difficulties will arise, whenever a sale or scrapping takes place, in 
disco^^ering the amount to credit to the aggregate a.sset ” account. 
As regards plant, the " plant register,'' if kept, serves the purpose: 
registers of furniture and fittings, however, have, in the past, been the 
exception rather than the rule in the author's experience: accountants 
arc apt to plead that the trouble f)f keeping such registers is not justified 
l)y the advantages gained. As regards limited companies, at any rate, 
this plea is no longer valid, the keeping of registers now obviously 
leads to the saving of trouble rather than the creating of it. 

We proceed to consider a few examples: — 


Tllustration i.—In 1951 Hacketts, Ltd., bought six motor lorries for £yzo 
each. Depreciation was provided at to% in tlie first year and 20% on the 
written-down vjdue in each subsequent year. Two of the lorries were sold for 


/350 in 1955 - 

The dei>rcciation and written-down values 

are :— 

Wriiten-doum 


Depreciation. 

value. 


i 

L 

. 

irj2 

1,728 

1052. 

346 


J <153 . 

276 

1,106 

1954 . 

221 

885 

1955 book value of two lorries sold . 


295 

Leaving four lorries, valued as on Dec. 

3 L 1951 . 

I18 

590 

195.5 . 

472 

i 95 <^>. 

94 

37 « 


It is assumed that the profit on sale has been transferred to profit and loss 
to a reserve). The entries in the books will be :— 


MOTOR LORRIES (AT COST). 

Dr. Cr. 





d. 



£ 

5. 

1951 1 To Cash . 

I J ,920 

0 

0 

1955 

By Depreciation Ac¬ 




i 




count 

640 

0 


1 




„ Balanc.e carried 







down 

1,280 

0 


1 £1,920 

1 0 

0 



£1,920 

0 

1956 ! To Balance brought 



i 0 





' down 

1 

£1,280 

0 
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MOTOR LORRIES—ACCUMULATED DEPRECIATION. 


Dr. 


Cr. 


I 


*955 j To Motor Lorries At - j 
count (two sold jit \ 
cost) . . . j 

„ Profit on sale IU> ; 
Profit and Loss j 
Account) . . ! 

,, Balance c^arried 
down . . j 


I 

i 



£ 



*951 

Bv Profit and 

Loss 


£ 

5. 

d. 




Account . 



192 

0 

0 




1952 

By Profit and 

Loss 








Account . 



316 

0 

0 








538 

0 

0 




^953 

By IVoiit and 

Loss 








Acc<"*unt 



276 

0 

0 








814 

0 

0 




1954 

By Profit and 

Lo-is 







•Account 



221 

0 

0 








*,03.5 

0 

0 




*955 

Bv Cash . 



350 

0 

0 





„ Profit, ami 

Loss 




i 640 1 

! i 

0 1 

' 0 


Account . 



118 

0 

0 

; 

1 

0 

0 






1 

1 

i 

KoS ! 

0; 

0 

1 







.D.-'io.'l 

0 • 

0 

j 

i 


!i 

/, 1.50310 

0 


i 

j 


*<•56 1 

Bv Balnnr.ft Ijroucht !■ 








down 

• ii 

808'0 

0 





„ Profit and 

Loss 1 







j 

Account . 

: 

■ !| 

9-1 

0 

0 




1_ ___ __ 



U02 I 010 


The balance sheet entry at the end of J956 would accordingly be :— 

r ^ i 

Motor Lorries, at cost ...... 1,280 

Less Aj»^r(‘gate Depreciation .... 902 

— £37^ 

Illustration 2.—Charlton, Ltd., owns plant and machinery subject to vary¬ 
ing rates of depreciation, full details being recorder! in a plant register. The 
cost of the plant on hand on January 1, 1951, was £;j^y,7oo. In 1932 fre.sh 
plant was bought at a cost of £^.600, and in 1953 old plant w’as scrapped as 
useless, the scrap being sold for a figure equal to the cost of dismantling. The 
cost of the plant .sold was £2,^00. and the same amount had been provided as 
total depreciatif)!! in respect of it. The aggregate depreciation provided up 
to 1950 on all plant was 13,200, and further depreciation was provided as 
follows : 1951. /2,90 o; 1952, £1^/200’, 1933, ;f3,ioo. 

The ledger accounts will be :— 


PLANT ACCOUNT (AT COST). 

Cr. 



1 

To Balance . . i 

! L 

$. 

d. 

1 


£ 

s. 

d. 

1950 

' 37,700 

0 

0 






1952 

ToCa-di . . . j 

; 3,fiW 

0 

0 

1 






i 

i 

i 

4 *,300 

0 

0 

1953 

By Deptfciation Ac- 











count 


2,300 

0 

0 


j 





„ Balance carried 







j 



down 


39,000 

0 

0 



£41..300' 

: 0 i 

0 




£4**300 i 

0 i 0 

1954 

i 1 

To Balance brouf;ht \ 


n 

T 

! 








doivn . . ; 

' i 

i£39,ooo 

i 0 

1 

■ 0 

j 

1 

1 
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PLANT—ACCUMULATED DEPRECIATION. 


Dr. 




i £ 

s. 

d. 





! 



1950 

By Balance 



i 



1951 

By Profit and Loss 







Account . 






1952 

By Profit and I-oss 



■ 



Account . 

To Plant Account 


2,300 1 

i 

0 

1953 ; 

By Profit and Loss 

„ Balance carried 




Account . 

down 


20,100 I 0 1 0 




! 

1 

£ 22 ,i |00 

0 

0 



i 

! 

1 

i 




19.54 1 

By Balance brought. 

! i 




1 

down 


Cr. 


£ 

s. 


13,200 

0 

0 

2,900 

0 

0 

16.X00 

‘‘I 



I I 

3,200 o o 
19,300 jo o 
3,100 o o 


k22,400 i O ' O 


1^20,100 Ojo 


Illustration 3.—Verona, Ltd., who prepare accounts annually to March 31, 
own a freehold factoiy, the written-down value of which as on March 31, 1048, 
was £22,500. Examination of past records showed that the original cost was 
;£28 ,ooo. In 1951 the factory was enlarged at a cost of 2,500, of which £500 
was estimated to rey)resent the cost of dismantling and adapting a portion 
of the original factory. The original cost of the portion dismantled was 
estimated at ;^8oo. 

Revenue was charged with £200 per annum by way of depreciation in each 
year from March 7940 to March 1951, and ;i3oo per annum thereafter. The 
ledger accounts would be : - - 


FKEFT f()1 .D FACTORY. 


Dr. Cr. 


1948 


1 

! £ 

! .S 

Irf. 


i 


£ 


d. 

Mar. 31 

: To Balance (nc*t book 

1 

! 

1 23.S00 

i 








i value) 



! 0 







1949. 
Mar. 31 

1 

. To Acc.iiiiiulated Dc- 


1 

1 

1 ^ 









prreiatinn . 

i 

1 4,500 

! 

i 0 

0 










28 ,ckk> 

0 

0 







1951. 

To Cash . 


12,500 

0 

0 

1951. 

Mar. 31 

By Accumulated Dc- 












preciation • 


1,100 

0 

0 





i 


1952. 










1 


Mar. 31 1 

I 

By Balance carried 







i 


i 


down 


39,400 

0 

0 



ii 

£40,500 


0 

! 



£40.500 

0 

0 

Mar. 31 

! 

To Balance brought 

i! 

ii 

j 



i 

1 




n 



down 

j|£. 39,400 

0 

0 

1 







• Of the £1(100 transferred, £300 is inoluded in the £12,500 spent in m 5 i. but does not represent an 
addition to the buildinK* while £800 represents part of the original expenditure of £23,500 which no longer 
exists. It is assumed that the annual charge to revenue is considered adequate to cover these losses. 
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FREEHOLD FACTORY—ACCUMULATED DEPRECIATION. 

Dr. Cr. 


i 

i 


C 

s. 


1949. 
M.'ir. 31 



f. 

s. 

d. 

1 





By Factory Account. 


4,500 

0 

0 







„ Profit ai.d Loss 




! 

I 






Account . 


200 

0 

0 

i 








4.700 

0 

0 





1950 . 






1 1 




Mar. 31 

Bv Profit and I.oss 





i i 

: 



Account . 


200 

0 

0 

1 : 

i 







4,900 

0 

0 

lO.M. : : 

Mar. 31 , To FacUjrv Account . 

1,100 

0 

0 

1051. 
Mar. 31 

liv Profit and Loss 





i ! 




Account . 

; 

200 

0 i 0 

i 

II 








! : 

1 






3,100 

0 

0 

1952- 1 

Mar. 31 ! To Balance carried ' 




Mar 31 i 

1 

By Profit and Loss ! 

1 




1 down . . ; i 

4.300 

0 

0 

Account . . i 

1 


300 

0 

0 

i ^ 1 





! 


5,400 

0 

0 

1 1 

/,.‘>.4O0 

0 i 

0 


i 

£5,400 

0 

0 

! ' : 


i 

i 


1952. 

Mar. 31 

By Balance brouRht 





' i 


1 



down 

j 

£4,.300 1 

0 

0 


- -- 




_ ... •• .. 





Illustration 4, Muiden, Ltd., prepares accounts annually to June 30. The 
company, which has been in existence for many years, is unable to ascertain 
the original cost of its furniture and fittings, the wTitten-down value of which 
as on June 30, IQ48, w’as £1,^60. During the year to June 30, 1949, new 
furniture was bought at a cost of £300, and during the year to June 30, 1950, 
further furniture at a cost of /400, and (in the same year) old furniture bought 
before 194S was sold for £<:)0. 

It was decided to write off all the ** pre-1948 " furniture by equal instal¬ 
ments over ten years and to provide depreciation in respect of all subsequent 
additions at 5% per annum on cost. 

The ledger accounts will be as follows :— 


FURNITURE ETC. (AT NET BOOK VALUE). 
Dr. 


Cr. 


I 

1948. ! 

June 30 To Balance 
! forward 




{ 


1 


. ■ " ■ 





£ 

5.1 d. 

1950. I 


£ 

5 . 

d. 

brouRht 



1 

J»me 30 i By Cash . 


90 

0 

0 



£1,560 

01 0 

„ Balance carried 








— L 

forward 


1,470 

0 

0 

1 

j 

j £1,560 

ol 0 

1 

1 


£1,560 

0 

0 

i 

1 1 

! 


! 

n 

r~ 


Dr. 


1949 - , 

June 30 

*950. I 

June 30' To Cash 


FURNITURE AND FITTINGS (AT COST). 


Ck 


To Cash 




£ U. 

d. 



300 1 0 

0 



400 j 0 

: 0 


i 

i £700 0 

1 ° 
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ACCUMULATED DEPRECIATION (ON OLD FURNITURE). 

I>R. _ __ _ _ 


.. :: ..- - ■ ■ 

■ — 


.. . • -• “ . . 

-- 


C s. 

d. 

1949. 


1 S. 




June 30 

By Profit and Loss 






Account . 

156 0 




1950. 






June 30 

By Profit and Loss 






Account of 






£1,470 le&s £156) 

146 0 






302 0 




1951. 






June 30 

Bv Profit and Loss 






Account (,'i of 






£1,470 less £156) 

146 0 




__ 


£448 0 

ACCUMULATKl) DEPKKCIATION (ON NEW FURNITURE). 





Cr. 

.! ""l!" ■ ! 





1 ^ i 

d. 

1949. 


i s. 

• 


June 30 

By Profit and Loss 


!i 1 



Account . 

1.4 o ; 

il 1 


1950. 



i i 


June 30 I By PH)fit and Loss 

1 

1 1 



Acf.‘ount . 

35 0| 

1 

1 1 




£50 0 



_ ■ — 

_ • • .. 

_JL- . 


Provision for Waste—Legal and Commercial Views.—The necessity 
for providing for all waste and depreciation preliminary to the ascertain¬ 
ment and distribution of net profits is unlikely to be questioned by 
the sound business man. But it cannot be said that this necessity is 
in all cases a matter of legal obligation. A series of legal decisions, of 
abiding interest to accountants, beginning with Lee v. Ncuchatcl Co,, 
Ltd. (i8(Sq), is dealt with at some length in the author's Accounting, 
pp. 320-327, and to those pages the student is referred, since to re- 
j)roduce them here would be to occupy space that can ill be spared in 
this treatise. Study of these decisions will convince the student that, 
though from the legal point of view it is not always incumbent upon 
tlirectors to provide for depreciation in wasting assets prior to the 
distribution of profits, he will be unwise to go further, as he sometimes 
does, and generalise that, legally, provision for waste is unnecessary. 
It is suggested that the most that can be inferred from the judgments 
in question is that, in any particular case, the Court will decide whether 
provision for waste is or is not necessary after taking into full considera¬ 
tion the particular circumstances of the case. Depreciation in current 
assets must be made good. But, in certain circumstances, the Court 
[ has refused to compel directors to make good waste in fixed assets 
i prior to the distribution of dividends, and has also refused to compel 
directors to pay dividends where they deemed it desirable to retain 
the balance standing to the credit of Profit and Loss Account for the 
[jurpose of making good waste in fixed assets. 

It would appear from the crises referred to above the Court is 
primarily concerned with the protection of creditors. A limited com- 
: pany is, however, also concerned with the rights of its shareholders and 
the preservation of its capital. Hence the wise practice followed by 
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ENDOWMENT POLICY ACCOUNT. 


UK, 

--. 





. 

___ 



Cr 


Year. 




s. 

d. 

Year. 

1 By Balance carried 


£ 

s. 

d. 

X (Jan. i) 

To Cash (Premium) . 


100 

0 

0 

I (Dec. 31) 













dowii^ being sur- 












render value at 












date. 


xo 

0 

0 







1 

„ Asset Kedemption 







■ 





Account . 


90 

0 

0 



j 

ifltK* 

0 

0 




4100 

0 

0 

2 

To Balanre brought 

1 




2 

Bv Balance carrieil 






down 

1 

10 

0 

0 


dow'n, being sur- 





2 

„ Cash (Preiiiiiiia) . 

1 

loo 

0 

0 


render value at 







i 





date. 


25 

0 

0 

i 


1 




2 

„ Asset Redemption 





j 

1 

1 


! 



i Account . 


85 

0 

0 

j 

1 

\l^o\ 

0 • 

0 




£110 1 

it; 

0 

.3 i 

To Balance brought ; i 

1 

I 


3 1 

By Balance carried 





I 

down . ! 1 

25 ' 

0 , 

u 

1 

down, being sur¬ 





3 ! 

„ Cash (Premium) . i i 

100 j 

0 j 

0 

1 

render value at 



i 


3 1 

„ Asset Kedemption j 

i 

1 



date. 


309 

0 

0 


Account . . i ; 

xs.| ! 

0 ! 

0 


















i 

i 

I 

1 

/ 309 * 

0 

0 




/■309 

0 

0 

1 1 

] 

T'o Balance brought j 

i; 

! 









down . j 

309 

0 j 

0 







.... . ■ 

— 



.... 

L ..._ 

.. 






ASSET REDEMITION ACCOUNT. 


Dr. 





Cr. 

Year. 


i; . • 

i' £ ■s.d. 

V'ear. 


. 

L 


X (Dec. 31) 

To Policy Account 

! ■ 90 ! t>' 0 

I (Dec. 31) 

By Profit and Loss 


1 

„ Balance cari'ied 

i i 


Account . 


100 

1 

0 


down 

.: 10 .0:0 

l[ .... 







j!£ioo 00 




|£Too 

0 

2 

To Policy Account 

j 1 ; 

85 ; 0 : 0 

2 

By Balance brought 


1 


2 

„ Balance carried 

;; { ! 


down 


10 

0 


down 

25 • 0 i « 

2 

„ Profit and Loss Ac- 





il- -J. I 


count 


100 

0 



1 :;£xiO|o|o 

ii- ■■ 




i , 

0 

3 

i 

To Balance carrietl . 

1 II 

il ! i 

3 

By Balance brought 





down . 1 

I ii 3 f >9 :0 j 0 


down 


25 

0 



' i I 

3 

„ Profit and Loss 




1 

' ' ! 1 


Account 


xoo 

0 



!’ 'I 

! Ij_|_.J_ 

3 

„ Policy Account 


184 

0 


1 

j |£309 !oio 


1 


iC 309 

0 


1 

il i i 

4 I 

By Balance brought 







i 

j down 

[ 


309 



directors, and by the business community generally, of creating reserves 
for all known wastage and contingencies. 

(c) Sinking Funds. 

The provisions for waste dealt with hitherto are charges against 
profits or costs of production. Certain other provisions sometimes 
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become necessary, which are appropriations out of profits rather than 
charges against profits, such, for instance, as provisions made to meet 
accruing liabilities. These are made by means of Sinking Funds, 

Definition.—The term Sinking Fund " was first used to denote 
moneys set aside by the Treasury for the reduction and ultimate 
extinction of the National Debt —to sink the National Debt. It has 
now been widely adopted by the commercial world. A sinking fund 
may be defined as a fund created by means of periodical instalments 
invested in securities, and accumulated at compoimd interest. The 
object of such funds is to provide a definite capital sum at a definite 
date wherewith either: (a) to redeem a liability or (6) to replace an 
asset. The chief advantage of these funds is that they avoid the heavy 
strain on the working capital of an undertaking which would result if 
a large sum of money had suddenly to be withdrawn from the business. 
Students sometimes confuse sinking funds with reserves. A reserve 
may be either general or for a sj^cific purpose: if ultimately not 
required, it may be transferred back to the credit of Profit and Loss. 
A sinking fund, on the other hand, is by its nature specific, and can be 
used only for the purpose for which it is designed. 

Creation of Sinking Fund.—Sinking funds are built up by equal 
yearly or other periodical instalments, which, placed on fixed deposit 
with a bank, or invested in sound securities, will, with the interest 
earned, similarly placed on deposit or invested in the securities selected, 
provide the definite ca])ital sum on the definite date required. The 
instalments are not a charge against profits, but they cannot be paid 
except out of profits. It is clear that when the cash instalments are 
withdrawn from the business and placed on deposit or invested, the 
transactions are merely a change from one type of asset to another. 
Hut tlie change of assets deprives the company of tlie power to distribute 
as dividends that j)ortion of the profits so withdrawn. That being so, 
it is the usual practice to debit the Appro}>riation Section of the Profit 
and Loss Account with the instalments so witlidrawn, and to credit 
the withdrawals to a Sinking Fund Account. The balance of the 
Sinking Fund Account at any time represents the total profits set aside. If 
this practice is not followed, the result will be that a gradually increasing 
balance will be carried forward on the Profit and Loss Account from year 
to year, although the balance is not available for distribution in cash. 

Instalment Calculation.—The amount of the periodical instalment 
to be set aside is based upon the following considerations: (a) the 
amount of the capital sum to be provided; (b) the date when the 
fund will be required; (c) the rate of compound interest expected to 
be realised on the instalments invested. On these data, any standard 
book of tables will show the amount of the annual instalment required. 

Illustration. —Z, Ltd., issued £55,000 fifteen-year notes. What is the 
amount of the annual instalment to provide a Sinking Fund for their redemp¬ 
tion, assuming that the Sinking Fund investments will earn 4% per annum ? 

From interest tables it is found that the amount of an annuity of £i per 
annum payable at the end of each year for fifteen years at 4% is £20-0235876. 
Thus the amount required to accumulate £55.000 is :— 

£55.000 ~ 20 0235876 = £2,746 15s, 
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Uses of Sinking Funds.—It has already been shown that by various 
methods the wastage of an asset is provided for by depreciation charged 
in the Profit and Loss Account. Such processes are designed to elimi¬ 
nate the asset from the books at the close of its life, but they do not 
provide the money wherewith to replace the asset. Hence the advan¬ 
tage of a sinking fund that actually, when the need arises, provides the 
capital sum by which such assets as Plant and Machinery, Leases, 
Buildings, Mining Rights, and the like can be replaced. A sinking 
fund is equalty useful to provide funds to meet at maturity such lia¬ 
bilities as Debentures, Loans, Bonds, Dilapidations under a Lease, 
the loss on Terminable Securities purchased at a premium, etc. 


SINKING FUND ACCOUNT. 

For the Redemption of /i2,ooo 7% Bonds repayable January i, 1954. 
Or. Cr. 


* 954 . 

1 

C ' S.\ d. 

1950. . 

1! 

i 

Jf. 

a. 

Jan. X 

To Geikeral Reserve Ac • ' 

|. _ 1 

l>ec. 31 1 Bv Profit and T.oss Ap* 






count 

i 

; 12,000.0;0 

i i 

j propria tion Ac- 

j count 

i: 

2,784 


10 


■' i 

ii ; ; 

193:^- 1 

Dec. 31 1 Hv Cash, Interest 


139 

4 





„ 31 ' „ Profit and Loss Ap- 

1: 




. 


! T)n)priation Ac¬ 

count 

i; 

|: 

2 , 78 + 

2 

lU 


: 

!■ ' i 

1934. 1 

Dec. 31 By Cash, Interest 


285 

7 

6 



! 1 

f» 3 * 1 .. Profit and Ix^ss Ap- 

i ii 
) 

1 



1 

I: ■ : 

I>roprialion Ac¬ 
count 

2.784 

i 

1 2 

xo 

1 ii 


1 

• i ’ i 

* 935 . 1 

Dec. 31 By Cash, Interest 

i 1! 

! 1 " 

438 j 

17; 

0 


; 

i' . 

„ 31 Profit and Loss Ap- 1 




= 

:■ ■ : 

propriation Ac- j 
count . . i 

2,784 1 

i 

I 

_!! 

xo 

|| 

1 

i 

l!/ 12,000 ! 0 1 0 

;■ ! ! 

: i 

||£12,000 

1 

•’i 

0 


_ ■ ■:. ... 



— .... 





SINKING 1 -UNJ) INVESTMFNT ACCOUNT. 

Dr. Cr. 


1950. 

. 

; : /■ ■■ ■ 

s. 

d. 

*951. ’ 


I £ 

5.! d. 

Dec. 31 

'io Cash, Instalment . 

'i 

2.784 

2 

10 

Dec. 31 : By Ihi1anc«! carried 





,*951. 


! i 



down 


i 5.707 

O'lO 

Dec. 31 

loCash, One year’s 

I ! 









interest re-invested <1 

139 

4 

2 






., 3* 

„ Cash, Instalment . 

1 : 2,784 

2 

10 







|i 

£5,707 

9 10 

1 


£5,707 

9 

xo 

*952- 


1 ! 



*952- i 





Jan. I 

To Balance brought 

' 



Dec. 31 , By Balance carried 






down 

i 5.707 

0 

0 

down 


8,777 

0 

2 

Dec. 31 

„ Cash, Interest re- 




; 






invested 

i ! 28.5 

7 

6 


1 I 



3* 

„ Cash, Instalment 

! 

2,784 

2 

TO 

i i 

1 1 



i 


I 

£8,777 

0 

2 

= ! i 

i i ! 

£8,777! 0 

2 

*953- 






1953- ■ 





Jan. I 1 

To Balance brought 

1 i 



Dec. 31 1 By Cash, Proceeds of 





1 

down 

8,777 

0 

2 

! sale of invest- 





Dec. 31 i 

„ Cash, Interest * 

i 438117 

0 

ments 


12,000 

0 

0 

,. 3 * i 

1 

„ Cash, Instalment * . 

; 

2,784 

... .. 

2 

XO 

1 

i 





j 


1 

j 

£12.000 

0 


1 

! 


£X 2,000 

0 

i: 


* In practice these two amounts would not be invested. 
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7 % BONDS ACCOUNT. 


Dr. 

1954- 
Jan. I 


Repayablk at Par, January t, 1954. 

Cr. 



1 

! 

c 1 S.x d. 1950. 1 


£ 

S. 

To Cash, Repayment . 

i 

12,000 j Oj 0 Jan. 1 j Hy Cash on Issue 


12.000 

0 


Dr. 


GKNF/KAU RESERVE ACCOUNT. 

Cr. 



.. 

d. 

1954. ; 

Jan. I i By .Sinking I'und Ac- 


1 ^ j. 

!.P 

i j 


1 count 

i 

1 

j 12,000 1 0 


The above illustration shows the working of a sinking fund created 
to redeem a liability. I hc contributions to the fund are assumed to 
have been invested in gilt-edged securities producing 5%. 

Sinking Funds Contrasted.—-It may be well again to remind the 
student of the difference between a sinking fund created to redeem a 
liability, and one created to replace an asset. 

(a) Redemption of Liability.~ 1 \\ this case, the instalments are 
not a charge against profits but appropriations of profits. But since 
cash has been taken out of the business, it is necessary to reserve an 
equivalent amount of j)rotit. If the profits were divided up to the 
hilt w'ithout a])propriating the Sinking Fund instalment each year, 
the business would be drained of working capital. 

When a sinking-fund operation matures, and the investments 
have been realised, and the liability paid off, it is clear that the 
liability account and the investment account cancel each other and 
disappear from tlie Balance Sheet. There remains the Sinking 
Fund Account, built up by the annual af)propriations from Profit 
and Loss Account. That account now constitutes a general reserve, 
created out of undivided profits, and should be transferred to 
General Reserve Account. 

(b) Replacement of an Here, the instalments represent 

the wastage of an asset, and are charges against revenue, since they 
take the place of depreciation. The book value of the asset remains 
undisturbed until, at the close of its life, the asset account is elimi¬ 
nated by the transfer thereto of the Sinking Fund Account. The 
new as.set to replace the old is purchased with the funds made 
available by the realisation of the sinking-fund investments, and a 
new asset account is opened in the ledger. 

Redeemable Preference Shares.—Where such shares have been 
issued and it is intended to redeem them out of profits, it is a wise 
precaution to appropriate profits year by year over the period from the 
date of issue to the date of redemption in order to build up a Fund 
represented by readily realisable securities, otherwise the requisite cash 
may not be forthcoming on the redemption date without seriously 
depleting the working capital. 
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LEASE ACCOUNT. 


Purchased January i, 1950. Term : Five Years. Renewable on Same Terms 

at end of Period. 

D*. Cr. 


1950. 

1 ! 

i U- 

d. 

1954. 



i 

a. 

d. 
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To Cash . . . : ! 

1,000 0 

0 

Dec. 31 

By Sinking Fund Ac¬ 
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1 
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0 
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SINKING FUND ACCOITNT. 
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Dr. 
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d. 
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0 
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1 
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9 
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i : 
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i 

i 
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Dec. 31 
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„ Profit and Loss 

i 

i 

j 

.. 
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! 
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„ Profit and Loss 

i 
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I 

j 
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i 
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SINKING FUND INVESTMENT ACCOUNT. 

Dr. Ch. 


— 

. — • 

■ 



•- 


-- 



1950. 



£ 

i.. 

d. 

X954. 



£ 

5. 

rf. 

Dec. 31 

To Cash, Instalment . 


z8o 

19 

6 

Dec. 31 

Bv Cash . 


1,000 

0 

0 

1951. 





/ 





Dec. 31 

To Cash, Interest re¬ 






/ 





invested 


9 

I 

0 


/' 





>• 3 X 

„ Cash, Instalment . 


180 

*9 

6 


/ 

./■ 





1952. 
Dec. 31 



371 

0 

0 







To Cash, Interest 


18 

11 

0 







» 31 

Cash, Instalment . 


180 

X 9 

6 







X933. 

Dec. 31 



570 

10 

6 







To Cash, Interest 


28 

zo 

6 







M 31 

„ Cash, Instalment . 


z8o 

19 

6 


/ 

/ 





1954. 

Dec. 31 



780 

~o 

! 6 


/ 





To Cash, Interest 


39 

0 

1 0 


/ 





31 

„ Cash, Instalment . 


180 

19 

6 










£x,ooo 

0 



1 


£x,ooo 

0 

0 














PROFIT AND LOSS ACCOUNTS 


59 

Deficiency or Surplus on Realisation.—If the sinking fund has been 
invested in Stock Exchange securities, it is almost certain that the 
actual sum required will not be realised by their sale. Should there 
be a deficiency, this must be charged against profit: it is really 
equivalent to increasing the current year's appropriation to the fund. 
If, however, there is a surplus several methods of treatment are possible: 
there is nothing to prevent the surplus being credited to Profit and 
Loss; alternatively, it may be credited to General Reserve or to the 
Sinking Fund itself. The last of these alternatives is the best if the 
money is being re-invested, the redemption date not having yet arrived, 
but it cannot be said that this is an invariable rule. 

{d) Reserves and Provisions. 

The distinction between these two terms is of great importance. 
Up to a few years ago the term ‘‘ Reserve " was used rather indis¬ 
criminately, but its proper use has now been narrowed as explained below. 
A reserve may be either general or specific. If general, it is merely a 
Ijook entry made for the purpose of taking part of the profit out of 
the Profit and Loss Account, and is an intimation, in effect, that the 
directors wish to retain the sum in question as part of the effective 
permanent capital employed in the business, and that consequently it 
is not to be piud out by way of dividend. However, the operation is 
reversible, and thence is nothing in Icnc to prevent any part of the general 
reserve being transferred back to the credit of profit and loss and paid 
out as dividend. Whether this is commercially reasonable or prudent 
must depend entirely on the facts of the case, and is for the directors 
to decide. 

Secondly, a reserve may be specific in the sense that it is designed 
to meet a particular possible contingency, in which case it will be 
named appropriately, e.g, " Dividend Equalisation Reserve,” ” Reserve 
for Deferred Rex)airs.” In order to be a true reserve there must be no 
element of actual liability present. The ” Dividend Equalisation 
Reserve ” is raised in case profits at some future date may possibly 
fall below the amount required to maintain dividends at their normal 
level, in particular to guard against the risk that in some future year 
there might not be sufficient i)rofit to pay the dividend on the company's 
})rcference shares. In the case of the Deferred Repairs, these are 
rei)airs which for some reason (say war-time conditions) have not been 
carried out, but it is hoped to do so later on. There is here no actual 
: liability to carry out these repairs: it is merely a matter of policy. If 
: there has been default in carrying out repairs under the terms of a 
; contract, then an actual liability arises in consequence of the default, 
i and the amount set aside to meet the liability is not a reserve but a 
! ” provision.” 

I The term ” provision ” in its general sense is a sum set aside either 
I to meet a definite accruing liability (e.g, rent accrued) or to provide 
for a j)robability that certain current assets may not realise their book 
value (e.g. provision for doubtful debts). A provision, by its very 
nature, must be specific. It must here be pointed out, however, that 
the word ” provision ” is used in two somewhat different senses: 
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first, in the general sense as just described, and secondly, in a narrower 
sense defined by the Companies’ Act, IQ4S (Schedule VIII, Part IV). 
which states that (for the purposes of this schedule, which prescribed 
rules governing Accounts to be submitted to the members) the expres¬ 
sion “ provision ” means any amount written off or retained by way 
of providing for depreciation ... in value of assets or retained by 
way of providing for any known liability of which the amount cannot 
be determined with substantial accuracy.” The important words here 
are ” known liability ” and ” substantial accuracy.” If the liability is 
not ” known,” it is clearly not a liability at all. Any amount set aside 
for an ” unknown ” liability is not a provision: it is a reserve. On 
the other hand, if the liability is ” known ” and can also be computed 
” with substantial accuracy ” the amount is again not a ” provision ” 
for balance-sheet juirposes: it is a liability and must be shown as such. 
It will be seen therefore that for balance-sheet purposes the word 
” provision ” means something intermediate between ” liability ” on 
the one hand and ” reserve ” on the other: the term would be correctly 
used, for instance, to describe a sum set aside to meet possible damages 
in an action actually pending against the company, the issue of which 
is in doubt, or to meet possible taxation liability, the amount of which 
depended (to a substantial extent) on the settlement of a point of 
principle in dispute with the Inland Revenue. 

It is important to understand the use of the word ” provision ” in 
this restricted sense. Nevertheless, for ordinary accountancy purposes 
the word is ordinarily used in its wider sense, and with reasonable care 
no confusion need arise. 

Treatment in Accounts.—If the provisions arc made in connection 
with assets, their amount is deducted from the relative asset in the 
Balance Sheet, e.g. Leaseholds, Exhaustion of Minerals, Machinery 
and Plant, and the like. 

If the provisions relate to outstanding expenses such as wages, 
salaries, and the like, the amount provided is debited to the relative 
ledger account and brought down as a credit balance as shown on p. 27, 
and appears as a separate item after the caption ” Sundry Creditors ” 
in the Balance Sheet. 

If the reserves are made for general purposes, they are set out 
separately under appropriate headings on the liabilities side of the 
Balance Sheet, e.g. Dividend Equalisation Fund, Employees’ Pension 
Fund, General Reserve Fund, etc. This difference in treatment should 
be noted by the student. 

Simple as it is, the correct treatment of such provisions and reserves 
appears to present difficulty to many examination candidates and marks 
are lost accordingly. 

Illustration .—The following is extracted from an examination exercise > - 

“ When preparing the accounts \i.e. Manufacturing Account, Profit and 
Loss Account, and Balance Sheet] the subjoined information must be 
considered :— 

(a) Three days’ wages, >^346: Office Salaries, ^96; and Directors' Fees, 

£$00, had accrued due as on December 31, 19... 

(b) Insurance (Factory), £% 2 , had been paid in advance.” 
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The following items appeared in the Trial Balance :— 

Manufacturing Wages, /i3,862; Office Salaries, \ Birectors' Fees, 

£Soo\ Insurance (Factory, ^£397; Office, 1^)2.), 

Solution. —When preparing the accounts the candidate should : - 

(1) Add ^£346 to the Manufacturing Wages, ;£i3,862, making the total debit 

to Manufacturing Account ;£i4,2o8. 

(2) Add £y)i) to Office Salaries, ^,1.345, making the total debit to Profit and 

Lf>ss Account j£i,44i, 

(3) £300 t(* Directors* Fees, ^£500, making the total debit to Profit and 
Loss Account ;£i,ooo. 

(4) Deduct £H2 from Factory Insurance, £^97, reducing the total debit to 

Manufacturing Account to /315. 

(5) On the liabilities side of the Balance Sheet, under the item ** Sundry 

Creditors.” he should add ” Ditto, Outstanding FIxpenses, £942.” 
The details ctunposing this amount may be set out, if desired, but, in 
practice, the total only would be given. On the assets side of the 
Balance Sheet there should appear an item ” Unexpired Insurance, 
;£82,” or some similar heading covering any expenses paid in advance. 

Contingencies.—Contingent liabilities may exist which do not call 
for financial record in the books, but to the existence of which attention 
should be called by means of a note or notes on the face of the Balance 
Sheet. Such contingent liabihties are, e.g. arrears of cumulative 
preference di\'idends, liability on partly paid shares, or bills under 
discount, etc. These are not actual liabilities until they crystallise as 
such, and can only be noted for the information of shareholders. If, 
however, it is thought likely that a contingent liability may ultimately 
crystallise as an actual liability, it will obviously be prudent to make 
suitable provision for it in the body of the accounts. This is a case 
where the term “ provision ” in its narrower sense will apply. 

Legal Position.—Limited companies, unless expressly directed by 
their Articles so to do, are under no obligation to create reserves. 
The Articles of most companies, however, follow the example set by 
Table \ (Art. 117, Act of 1948), and give the directors power to make 
such reserves as they deem advisable prior to the distribution of profits. 

In a private firm the question of reserves is, of course, decided at 
the discretion of the partners. 

Local authorities carrying on trading undertakings are under 
obligation to provide reserv'e funds, the amount of which is frequently 
prescribed and restricted by the Statute, Order, or Licence under 
which they work. In some cases it is obligatory to invest reserves in 
outside securities, e.g. under the Provisional Orders for the electricity 
undertakings of local authorities. No such obligations exist in connec¬ 
tion with non-trading sections of local administration. 

Reserve Fund or Account.—Examination candidates are apt to lay 
down a hard-and-fast rule that reserves must of necessity be invested 
outside the business, and further, that the term “ Fund ” is employed 
only when the reserve is separately invested, the term “Account ” 
being used to signify that the reserve is retained in the business, and 
not separately invested. The volume of academic discussion that 
has taken place in this connection is not very enlightening from the 
student's point of view. It might be convenient if the commercial 
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community agreed to use such nomenclature, but no such agreement 
exists. Reference to published accounts will show that the tw'o terms 
are used indiscriminately. 

It is clear that a sinking fund raised for a specific purpose musl, 
if it is to fulfil its proper function, be invested in outside securities. 
In commercial companies where profits are withheld from distribution 
and carried to reserve to enlarge the working capital and fortify the 
financial stability of the company, the question whether the amounts 
so withheld should be separately invested is one of financial policy to 
be determined in the light of all the circumstances. The possession of 
outside investments obviously strengthens the position of a company, 
if can afford them. It cannot, how^ever, indulge in luxuries of this 
kind if their ]:)urchase would seriously deplete the company*s working 
capital, or if, by retaining the money in the business, it can be employed 
to far greater profit. In the case of banks, trust and financial companies, 
and in businesses w^here profits arc liable to violent fluctuations, the 
outside investment of reserves in readily convertible securities may be 
conceded as being commendable and prudent. 

Repairs and Renewals Fund.—Reserves created for these purposes 
are sometimes iiscdul, particularly in trades subject to heavy repairs 
at irregular intervals. In such cases the Profit and Loss Account is 
charged with etjual annual instalments, and the actual repairs, as and 
when effected, arc debited against the reserve, the charge being thus 
equalised as between one trading period and another. The amount 
of the annual charge to Profit and Loss must be based on the experience 
of a series of past years, and this experience must be reviewed and 
corrected from time to time, care being taken that the reserve account, 
in normal circumstances, remains in credit. 

Provision for Bad Debts.—Almost ever^^ examination Trial Balance 
includes a credit item of this kind, e.g. Provision for Bad Debts, 
Dec. 31, iq..., £250.” An extraordinary number of candidates come 
to grief when dealing with such an item, yet the treatment is so simple 
that it should not be necessary to refer to it in an advanced treatise. 

The usual commercial practice is to provide a fixed amount on the 
Sundry Debtors at the close of the balancing period. The Journal 
entry, if one is made, is as follow’’s: — 


JOURNAL. 

Dr. Cr. 



Profit and Loss Account ..... Dr. 
! To Provision for Bad and Doubtful Debts 
j Being 5% Provision upon the amount of the Sundry 
Debtors on this date (j^s.ooo). 


c 

5. 

d. 

£ 

s. 

d. 

P.L. i; 250 
! P.L. ii 

1 

0 

0 

250 

1 

0 

0 

1 i- 

i Ii 

1 i 

^ i 

1 

! 




In practice, the entry would probably take the form of a direct 
transfer from Profit and Loss Account to Provision for Bad Debts 
Account. It will be clear, therefore, that when the books are closed a 
credit balance of £250 remains on the Provision Account. This, let us 
assume, is the item that appears in the examination Trial Balance 
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referred to above. It represents the provision made twelve months 
ago. Let us assume, further, in the Trial Balance, an item " Sundry 
Debtors, £7,000/* and that the instructions state that a provision for 
bad debts is to be made equal to 5% on the Sundry Debtors.” For this 
purpose, therefore, £350 is required, but, as a provision of £250 already 
exists, the further charge against current profits will be no more than 
£too. 'i'he statement in the Profit and Loss Account will be as 
follows:— 

Provision for Bad Debts £ s. d. £ s. d. 

December 31, 19_ . . . . 350 o o 

Less 31, 19... . . . 250 o o 

- 100 o o 

and in the balance sheet as follows: - 

£ s. d. £ s. d. 

Sundry Debtors ..... 7,000 o o 

Less Provision ..... 350 o o 

- 6,650 o o 

The Trial Balance may also include an item " Bad Debts,” indi¬ 
cating that bad debts to the amount stated have actuiilly occurred, and 
been written off during the year. It would not be incorrect to debit 
the amount of these debts against the provision of £250, and increase 
the new provision charge correspondingly. But it is the wiser course, 
and the usu<il commercial practice, to state the provision as set out 
above, and to debit the actual bad debts in a separate item to Profit 
and Loss Account, 

If the amount owing by Sundry Debtors is less than in the preceding 
year, and the same rate of provision is made, an entry similar to that 
given above must be made on the credit side of the Profit and Loss 
Account, writing back that proportion of the provision that is no longer 
required. 

A strange but common error made by examination candidates is 
to charge Profit and Loss Account with provision for bad debts at the 
rate given, but to ignore the already existing provision. The candidate 
cither fails to ” balance,” or he deducts both the old and the new 
provisions from the Sundry Debtors. 

It is the practice in .some cases to take out a policy of insurance 
against losses arising from bad debts with ” Lloyd's,” or one of the 
Insurance Companies undertaking this class of risk. In such event 
the amount of the annual premium should be charged to Profit and 
Loss Account, no further provision being necessary. 

Accumulated Depreciation.—The term ” reserve ” is not properly 
applicable here, but as it has sometimes been the custom in the past 
to provide for depreciation by building up in the books a ” depreciation 
reserve,” the subject is dealt with here. As already explained, the 
normal method of recording depreciation hitherto has been to credit 
the agreed amount to the asset account in question, bringing down the 
balance which represents the reduced value of the asset. In theory 
this is undoubtedly the correct practice, but, as regards limited com¬ 
panies at least, the writer is now inclined to advocate a different 
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method, on the ground of expediency and convenience of record. 
Since the Companies Act, 1948, requires all fixed assets to be shown 
(where practicable) at cost, it is clear that it will assist the compilation 
of the balance sheet materially if all such assets in future are left 
standing in the books at cost. This involves the crediting of deprecia¬ 
tion to a separate account, which will show the accumulating total of 
such depreciation; this is a further advantage, since it is a statutory 
obligation also to disclose such accumulated total. If the books are 
kept in the manner now advocated the details required for the Balance 
Sheet are easily extracted: this avoids the necessity which will other¬ 
wise arise to keep inde])eiulent records or schedules outside the books 
in order to arrive at the statutory particulars. In view of what has 
already been said, the use of the term Depreciation Reserve ” or the 
like as a heading to the account in which the depreciation is recorded 
is dej)recated as being misleading- The heading “ Accumulated 
Depreciation is suggested as an alternative. 

The method has been explained and illustrated on pages 47 to 53. 
It goes almost without saying that it will be highly advisable to 
keep, outside the books, detailed inventories of the cost of each 
type of fixed asset, the totals of such inventories being reconciled 
annually with the corresponding asset accounts. If this is not done 
considerable difficulties will be liable to arise on the sale of an asset, 
and if it is done the annual reconciliation is a good check on the 
accuracy of the records. 

In any case where original records of cost were not available in 
1948 and such assets are shown in subsequent balance sheets at " net 
book value '' (as on July i, 1948). the amount of net book value " 
can stand permanently (subject, of course, to subsequent sales) in tlie 
books in the same way. 

Provision for Discounts.—It has already been stated that it is un¬ 
usual to provide for discount on book debts, exci‘pt in trades which 
allow exceptionally large discounts. Usually, discount (which may or 
may not be claimed) is treated as a financial transaction within the 
period when it is actually allowed. But occasionally the examination 
candidate is instructed to provide for discounts on the basis of a stated 
percentage on the book debts. In that case the procedure to be 
followed is identical with that already described in connection with 
bad debt provisions. In the still rarer event of an instruction being 
given to provide for discount that may be secured from Sundry Credi¬ 
tors, the discount claimable must be credited to Discount Account and 
debited to Discount Receivable Account, the balance of Discount 
Account being written off to Profit and Loss Account. 

Dividend Equalisation Reserve (Fund).—Companies wliose profits 
are liable from any cause to fluctuations sometimes create a reserve 
for the purpose of maintaining a level rate of dividend, drafts for 
this purpose being made on the reserve in years of lean profits. Such 
reserves are created in the usual way by appropriations from the profits 
of good years. 

The term Capital Reserve now (since July i, 1948) has a 
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statutory meaning. Schedule VIII, Part IV, states that such a 
reserve shall not include any amount regarded as free for distribution 
through the l^roht and Loss Account,'' while (on the other hand) “ a 
revenue reserve shall mean any reserve otJier than a capital reserve." 
It seems that there are two types of reserve coming within the meaning 
of the term " capital reserve " as here defined, viz. (a) reserves of which 
the Act forbids the distribution under any circumstances (Share 
Premium Account is an obvious example), and (/j) reserves which the 
directors do not, for the time being at any rate, regard as free for 
distribution, but which might, under certain circumstances, become 
distributable at a later date. An example for this type would be the 
j)roJit realised on the sale of a fixed asset. The subject does not, 
however, seem to be entirely free from doubt, and it is perhaps prudent 
to let the matter rest there for the time being. 

In any event, the total of the Caj)ital Reserves must be stated in 
the Balance Sheet. 

It should be noted that the Capital Rc'demption Reserve Fund 
created when Reck^emable Preference Shares are redeemed out of 
profits is an entirely distinct " ca])ital reserve " which cannot be dis¬ 
turbed except as provided in S. 58 (see p. 304). 

Reserve Liability, -'rhis term is applied by limited companies to 
that portion of tlieir subscribed capital that can be called up only in 
the event of liquidation. Under S. bo of the Companies Act, 1948, a 
company may, by special resolution, take power to determine that a 
specified j)ortioii of each share shall nmiain uncalled, except in the 
event of li(]uidation. Banking companies, for example, frequently 
maintain consideral)le reserve liability on their shares for the protection 
of their custianers. 

Secret Reserves.—In the j^ast, it has been the practice of banks, 
financial houses, and (less commonly) commercial firms, to accumulate 
reserves out of profits and not to disclose them in the accounts. This 
can be done by either: (a) charging capital expenditure direct to 
revenue, (b) pro\’iding excessive depreciation or even writing off fixed 
assets completely, cither of which amount to very much the same 
thing as (a), (c) oxxTstating liabiliti(!S, or (c/) undervaluing current 
assets. 

The ethics of the practice of creating such reserves have been long 
and holly debated in the past. Whatever its advocates may say, there 
can be no doubt that the creation of such reser\x's can lend itself, in 
unscrupulous or even in careless hands, to serious abuses, and has in 
fact done so in the past. As regards commercial businesses, at any 
rate, the dispute has now become somewhat academic, since the 
provisions of the Act of i()48 practically prohibit the creation of such 
reserves. The general effect of vSchedule VUI, coupled with the new 
form of report by the comj^any's auditors, is to ensure that (so far as 
is reasonably possible) the company's position must be fairly stated in 
the Balance Sheet: clearly, if secret reserves do in fact exist this is 
not the case. "J'he Act, however, places banks, discount companies, 
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and assurance companies in a rather different position. It has so 
long been the accepted practice for institutions of this type to conceal 
their true financial strength by understating it in their published 
accounts, that their right to continue to do so (while undoubtedly 
reprehensible from an accountancy point of view) is tacitly admitted 
by Part III of Schedule VIII. Accordingly, a bank which likes to 
take advantage of these provisions will not disclose the cost of its fixed 
assets, and may (for instance) show a single inclusive figure for current 
liabilities and inner reserves '' (or like expression). 

Past Losses.—The examination candidate is prone to declare with 
emphasis that past losses brought forward must be made good out of 
current profits before the distribution of dividends is possible. As a 
business policy, this is no doubt wise, but it cannot be said that com¬ 
panies are always legally obliged to make good past losses before 
declaring dividends. It would appear that continuity cannot be 
claimed for the Profit and Loss Account, and the Courts hav'e refused 
to lay down a rule that the profits of a current year may not be distri¬ 
buted if a debit balance from previous years remains to be dealt with 
[Ammonia Soda Co. v, Chamberlain, [1918]; Siapley v. Read, [1924]). 


IV. Appropkiation Account. 

Some examination candidates treat the Appropriation Account as 
a distinct account under a separate heading, whereas it is merely the 
final section of the Profit and Loss Account. Some companies refer 
to this statement as the Net Profit Account, or the Net Revenue 
Account. 

An Appropriation Section is particularly necessary in the case of 
limited companies, but it is also applicable and valuable in partnership 
accounts. By carrying down the balance of net profit for the yciiT to 
an Appropriation Section, the Profit and Loss Account is freed from 
the details showing the manner in which that profit is appropriated, 
permitting the Profit and Loss Account to give a clear view of the 
gross revenue earned for the year, the expenses incurred in earning 
that revenue, the net amount of the revenue earned, and facilitating 
comparisons with previous years. 

When preparing solutions to examination questions, some candi¬ 
dates lose marks because they debit the Profit and Loss Account with 
all dividends paid, transfers to reserve, manager's commission on net 
profits, and the like, and credit the account with the balance brought 
forward from last year. This procedure does not, of course, affect the 
net balance available for distribution, but it reveals want of knowledge 
of modem practice, and it defeats the object of the Profit and Loss 
Account, which is to show at a glance the result of the current year's 
working. 

Again, some candidates prepare an appropriation section but mar 
its effectiveness by debiting it with such items as depreciation, deben¬ 
ture interest, and the like, which are charges against the profit for the 
year, and not appropriations of profit available for distribution. 
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Illustration. 

PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 
JUNE 30. 19 .. 

(Appropriation Section.) 


Dr. 








Cr. 

19... 



1 

1 i 

j 

s. 

d. 

i 


£ 

s. 

d. 

June30 

To Transfer to Reserve 




June 30 ! By Balance brought 
! down, being net 





Account 


! 2,500 

0 

0 





.. 30 

„ Dividend for Half- 




j profit for the year 


18,786 

0 

0 

year to Dec. 31, 





ft 30 ; „ Balance brought 






19..., on 6% l^e- 





j forward from last 






ference Shares 


! 2,500 

j 

0 

0 

1 account 


5,538 

0 

0 

.» 30 

„ Interim Dividend at 








10% on Ordinary 
Shares paid Dec. 





i 


i 

1 





21, 19. 

i 

i 6,200 ; 

0 ! 

0 

1 





30 

„ Preliminary Ex¬ 

! ! 

i 1 

i 


i 


1 



M 30 

penses written off. 

„ Balance carrie-d 

i i 

962 : 

i 1 

ol 

1 

0 

1 





down . . j 

j 

1 > 2,162 

0. 

0 

! 






i 

! 

i 

Ii: 24,324 i 

0 1 

0 


1 

1 

|jC^4,324 1 

0 

0 




I 

1 

j 


.c;,.. ' j 

June 30 ■ By Jtalain'e brought i 

* 1 

j 






i 

i 


! down . . ! ; 

! 1 

12,162 I 

0 

0 



ii 1 

1 


. • .... .. 

_ '. 

—^ _ . 1 


_ 


In practice, the entries recording the appropriations made in the 
above account would be made direci from the Profit and Loss Account. 
If journalised, the entries would be as follows:— 


JOURNAL. 


19... 
June 30 


I 

Profit and Loss Account (Appropriation Section) Or. I 
To Reserve Account . . i 


„ Preliminary ExT«-nses Account 
Being amount transferred to U<*st‘rve and amount 
written off Preliminary Expenst^s as per resolu¬ 
tion of Directors. 


Profit and Loss Account (Ai)pr<)]jrialion Section) Dr. 
To Interim Dividend (Ordinary Shares) 

„ Dividend on 6% Preference Shares 
Being transfer of dividends paid on the above shares 
during the year ended June 30, 19.,. 


Dr. 


Cr. 


i . 

' 3,462 

s. 

’ 1 

; d . i 

£ 

j*. 

d. 

; 0 

0 

1 ! 

} 

j 2 ,SOO 

! 

1 Ol 

0 


j 

i 

i 

962 : 

0 

1 

i ° 

i 

8,700 

0 

1 

i 

{ 

; 6,200 

0 

0 

i 

i 

1 



i 2,500 

i _ _ 

0 

0 


The Directors' Report must contain a statement showing how the 
Board proposes to deal with the balance of profit shown by the Appro¬ 
priation Account as being available for distribution (see pp. 365-367). 


EXAMINATION QUESTIONS. 

1. Indicate the ditlerence between: (i) Receipts and Payments Account; 
(2) Income and Expenditure Account; (3) Revenue Account; (4) Profit and 
Loss Account. 

2. Briefly state the considerations which would guide you in allocating 
expenditure as between Capital and Revenue. (Royal Society Arts.) 
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3. “ The nice adjustment of Expenditure between Capital and Revenue is 
often a difficult task.” 

In illustration of the above statement, describe two imaginery items of 
Expenditure incurred by a limited company which need so adjusting. 

(Jive the entries you would make and your reasons for tlie treatment you 
adopt. (Royal Society Arts.) 

4. Explain the principles you would adopt when allocating the under¬ 
mentioned expenditure as between C:apital and Revenue : (a) Stock {\^alued at 
^23,000) destroyed by fire, for wliich ;^24,86o was received from the Insurance 
Company, (ft) Installation of electric power in a factory^ in place of steam. 
(c) Structural alterations to freehold factory, (rf) Amortisation of lease, (e) Loss 
on sale of machinery'. (Chartered Accountants,) 

5. Set out shortly the several matters calling for .sjH‘cial attention before the 
closing of the books at a balancing period. (Chartered Secretaries.) 

6. How should ” Cioods in Transit ” be treated for Balance Sheet purposes? 

7. In some trades, good.s are delivered accompanied by invciices dated two or 
three months ahead. 

Does this practice call for any special treatment from an auditor’s point of 
view ? If so. describe the procedure you would adopt. (Chartered Accountants.) 

8 . Select one only of the undermentioned cases and state how stock should 

be taken, and the evidence you would retjuire as to its existence and the value 
placed upon it: (a) Tobacco importer with goods in bond, (ft) An export 

merchant with unsold consignments outstanding abroad. Ic) A contractor with 
several uncompleted contracts in progress. (Royal Society Arts.) 

9. T-he following items appear in the Balance Sheet of a limited company: 
(a) Stock of Cioods. T^roduce and Debts in .\frica, and Goods in Warehouse in 
Liverpool and elsewhere, ;£2.239.636 qs. 2d. ; (ft) Shipments in Transit Outward, 
/96,052 I.p9. yd.; (c) Produce in Transit Homeward and in Store in Liverpool 
and elsew’herc, 7209,224 14s. Od. ; (d) Investments in, and Accounts Current 
with, Allied and Subsidiary Companies. £7,(^0,00^ 16.9. yd. ; (c) Miscellaneous 
Investments, 10,855 

In auditing the books of the company', how would you verify the correctness 
of these figures? (Incorporated Acco-imtanis.) 

10. Would you defend, and if so, on what grounds, the non-presentation by a 
manufacturing company of its Trading and Proiit and Loss Accounts at its annual 
meeting? (Chartered Accouriiants.) 

11. Is the Profit and Loss Account, as set out below, properly drawn up ? If 
not, submit the account as you w’ould present it. 


PROFIT AND LOSS ACCOUNT, DECEMBER 31. 


Dr. 

To Salaries ..... 
„ Depreciation . . . . 

„ Purchases . . . . 

„ Ketunis. 

„ Discounts . . . . 

„ Dividend paid .... 
„ Directors* Fees 
„ Trade Expenses 
„ Di\idend (5% fw year) 

„ Manufacturing Wages 
„ Transfer to Reserve Account 
,, Balance carried to Balance Sheet 


/; i 


820 

1.40T 

42,600 

362 

421 

3.842 


1,000 j 


1.200 

6.200 
3,280 
4,000 
2,876 


Cr. 



£ 

£ 

By Stcxik .... 

x8,200 


„ Less January z 

17,400 




800 

„ Interest on investments . 

„ Less Loss on Sale ot Invest¬ 

3.400 


ments .... 

900 

2,500 
4.32 X 

„ Balance from last year’s acxoun 

t 

„ Sales .... 


59,940 

„ Error in Books 


X 20 

„ Unclaimed Dividends 

. 

321 


f68,oo2 


£68,002 


(Royal Society Arts.) 
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12. The following is the Trial Balance of a company on December 31 :— 


Stock, January t 
Book Debts . 

Plant and Machinery 
Wages . 

Salaries 

Preference Shares . 

Ordinary Sliares 

Freeholds 

C'reditors 

(General Keserve 

Travelling Expenses 

I Purchases 

Sales 

C^ash 


Dr. 

Cr. 

2,000 


2,000 


1,000 


500 


200 

2,500 

2,500 

3,000 

T ,000 


1,000 

250 


10,000 

15,000 

3.050 


£22,000 

£22,000 


Stock on December 31 was £2,500. 

It is re?solved ; To write 10% off Plant and ^lachinery; to provide* on Bad 
and Doubtful Debts Account 10% of Book Debts; to place £too to a Bonus 
X'^und for the Staff; to place £1,250 to General Keserve; to pay 5% on the 
IVeference Shares, less tax; to pay 6% on the Ordinary Shares, tree of tax; and 
to carry the balance forward. 

Prepare tlie Trading and X^rofit and Loss Account for the year, and the 
Balance Sheet as at its close, after appropriating the profits as directed. 

13. The Alpha Manufacturing Co., Ltd., had a nominal capital of £20,000, 
divided into 12,000 “A*’ shares and 8,000 “ B" shares of £1 each, of which 
10,000 “ A ’* and 5,000 ” B " shares were issued and fully paid up. 

The Company’s articles provided that the profits should be divided as follows, 
so far as the general meeting might decide : (i) In payment of a cumulative 
dividend of 10% on tlie “ A ” and 20% on the “ B ” shares. (2) In payment 
of a non-curnulative dividend of 15% on the “ B " shares. (3) In payment of a 
non-cumulative dividend of 7i% on the " A ’’ shares. (4) In payment of a 
further dividend pro rata, but so that the dividend on each ” B ” share should be 
twice that on each " A ” share. 

The general manager w^as entitled to a bonus ol £10 for each i % dividend paid 
on the " A '' shares above 10%. 

The profits for the year 19... amounted to £9,000, and there was an un- 
dLstributed balance from 19... of £3,500. 

The general meeting decided to pay the dividends under (i), (2), and (3) 
above, and a further dividend under (4) of 7J% on the "A ” and 15% on the 
" B " .shares; and, after i)roviding for the general manager's bonus, to place one- 
half of the balance to Keserve Fund, and carry the other half forw ard to next year. 

Make out the Ajipropriation Account. (Chartered Accountants.) 

14. Prepare from the following figures a Balance Sheet, Trading Account and 
I’rofit and Loss Account as at December 31, 19... :— 

F'actory Buildings (Cost), ^^30,000; Leasehold l^roperties, £2^,000', Wages 
(Factory). £y2,Soo\ Salaries (Office), £y,9oo\ Ground Rents purchased, £t,joo'. 
Advertising Expenses, /i 7,000; Sundry Creditors, £26,606; Sundry Debtors, 
;f34,ooo; Xiills Keceivable, £23,200; I^aw Charges, £300; Kepairs and Replace¬ 
ments (Factory), £1,700; Loose Tools, £2,800; Travelling Expenses, £4,102: 
Capital Account: 100,000 £i shares issued Ordinary, fully paid; 50,000 £i shares 
issued Preference, io5. paid; Sales, £404,000; Ihirchases, £202,000; Furniture 
and Fixtures (Office), £3,010; Stock at January i, 19..., £38,000; 1 ^'rcight and 
Insurance, £1,900; Bank Charges, £73; Cash at Bank, £3,000; Profit and Loss 
Account, Credit Balance, January 1, 19..., £23,000; Goodwill, £30,000; Returns 
(Sales Account), £4,002; Discounts (Dr.), £1,990; Discounts (Cr.), £3,080; 
Xdant and Machinery, £27,000; Investments, £46,209. 

The Stock at the end of the period was valued at £35iOOo. 
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In the prepai^tion of the accounts allow for l^epreciation as follows r of 

the Tools Account, 5% of the Furniture, io% of the Plant. 

Create also a Reserve of 7^% on tiie value of the Leaseholds and 20 /q on the 
value of the Investments. j 

Provide also for a further £10,000 due on Advertising Account. \Ch<iYteted 
Secretaries.) 

15. A company purchased a business as a going concern on January"i, 19..., 
with the right to the profits from October i previous. The Capital is : 5% 
Preference Shares, £50,000 ; 6% Preferred Ordinary Shares, ^50,000; Deferred 
Ordinary Shares, jf24,8oo. The year’s profits to September 30 following the 
date of purcliase arc found to be £7,664. Wliat appropriation of such profits 
should you make? (Chartered AccouHtants.) 

x6. Criticism is sometimes made that audited Balance Sheets and Accounts 
do not show clearly the appropriation of the balances at the credit of Profit and 
Loss Accounts. Give an instance (dealing witli the figures of any account with 
wiiich you may be familiar) of the manner in which in your opinion they should 
be presented to shareholders. (Incorporated Accountants.) 

17. Give a short description of each of the following methods of providing for 
depreciation: Fixed-instalment System; Rcducing-instalrnent System; De¬ 
preciation-fund System ; Insurance-policy System. 

Which, if any, of the foregoing systems of jiroviding for depreciation ivould 
you recommend should be adopted in the case of a stud of horses ? 

18. Describe and contrast : (i) A Reserve which is a charge? against profits; 
and (2) a Reserve which is an appropriation from profits. 

Give an illustration of a reserve of cacli class, and state how they should 
appear in the accounts of a limited compain', and describe an auditor’s duty in 
relation thereto. (Chartered Ac count a fits.) 

19. do 3'ou understand by an Ai>propriation Account? Should any 
of the following items appear in such an account : Salary* of Manager; Interest 
on Debentures; Managing Director’s Remuneration; Dividend on Ordinaiy^ 
Shares; Transfer to Reserve Account ? Illustrate your answer w ith a pro-forma 
Appropriation Account, inserting imaginary figures. 

20. Give tw^o examples demonstrating how capital reservers—as distinguished 
from reserves created out of revenue—may arise. 

Illustrate your answer by givdng the entries you would make in the books 
and published accounts in respect of the examples you select. { Royal Society Arts.) 

21. Describe the expenditure which, in your opinion, may be legitimately 
debited to Preliminary Expcnse.s Account by a newly registered limited company. 

State how you would deal with thi.s expcii<iiturc in the books and published 
accounts of the company. (T.ondon Chamber Commerce.) 

22. PROFIT AND LOSS ACCOUNT. DECEMBER 31, 19... 


To Balance from 19... 

3.682 

1 By Balance from 'rrading 


,, Depreciation 

1.521 

! Account 

14,766 

,, Manager's Commission on 


■ ,, Increase in Slock . 

1,241 

net Trading Profit 
,, Loss on Sale of Invest¬ 

393 

i ,, Undrawn Dividends 

! ,, 'I'ransfer from i^ad Debt 

200 

ments, less Interest 


Reserve 

250 

received 

,, Sales Returns 
,, Directors' Fees 
,, Proposed 5% Dividend 
for year 19... 

,, Transfer to Reserve 
„ Balance carried dowm 

1,721 

940 

1,000 

5,000 ' 

1,000 
1,200 

£^(>■457 : 

j 

£^(>A 57 


If, in your opinion, the above Profit and Loss Account is not correctly drawn 
up, criticise and amend it. (Royal Society Arts.) 



Chapter IV 


RECEIPTS AND PAYMENTS ACCOUNTS. INCOME AND 
EXPENDITURE ACCOUNTS. REVENUE ACCOUNTS 

The student's early studies in book-keeping should have familiarised 
him with these accounts. But examination experience goes to show 
that many candidates fail to understand them in all their essentials, 
and confuse their distinctions. It appears, therefore, to be advisable 
to define briefly their characteristics. 

I. Receipts and Payments Accounts. 

This is the simplest form in which a treasurer or other official of a 
non-trading institution or club can render an account of his steward¬ 
ship. The account should consist of a classified summary of the actual 
cash receipts and pa5micnts for a particular period, showing the balance 
of cash in hand at the beginning and end of the period. No account 
is taken of any outstanding income or liabilities; the figures are confined 
to cash received and paid during the period. Benevolent, athletic, 
sporting, and social institutions or clubs frequently adopt this form of 
accounting to members and subscribers, the account usually being 
accompanied by an appeal for further subscriptions or donations ! 

As this kind of account is a condensed summaiy'^ of the Cash Book, 
the receipts should be set out on the debit side and the payments on 
the credit side, and the balance of the account be carried forward to 
the next financial pieriod. 

Illustration .—The treasurer of the Dingley Dell Cricket Club started the 
year with a balance in hand of /14 8 s. At the close of the season he analysed 
his Cash Book and submitted the following account:— 

The Treasurer in account with 

The Dingley Dell Cricket Club for the year ended October 31, 19... 

i £ s. d. 

By Wages : Groundstnan, Umpires, I 

and Professiona] Coaches . ! 538 10 o 

„ Repairs to Pavilion 
,, Purchases : Mower, Bats, and 
Cricket Suudrii's . 

L s. d. 

„ Lunches and Teas . 88 7 

Less Receipts 71 2 4 

,, Travelling Expenses of Team to 
Matches away . .1 

,, Secretary’s Expenses: Postage, 1 

Stationery, etc. . . j 3 9 4 

„ Balance carried down .1 38 15 x 


71 


£689 1 1 4 ! X 

I 

I 

I 


17 2 3 

19 4 9 
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The above account is correctly presented, and meets the need of the 
case, if we assume that the Cricket Ground and Pavilion are lent to 
the Club free of charge, and that no subscriptions or liabilities arc 
outstanding. 

But the student must realise that, in many instances, such an 
account does not rev’cal the aciual income for the period it purports 
to cover. It includes the balance from the previous period, and rnay 
also include receipts and payments belonging to previous oi succeeding 
years, e.g. subscriptions or rent in arrear or paid in adv'ance. hurther- 
more, capital receipts and expenditure may b(^ included, and outstanding 
liabilities and income be disregarded. Thus, in the above illustration, 
assume for the sake of argument that the Club had acquired the Pavilion 
for / 6 o, and that a subscriber had paid £4 4s., representing £2 2s, 
subscription for the current v'ear and £2 2s. outstanding for the pre¬ 
vious year; yet the whole of the £4 45. would be included in the item 
" Subsenptions, ;^^590 25./’ and the capital expenditure of £bo would 
have appeared as a payment. 

If the receipts and payments arc numerous, a Tabular Cash Book 
will save the treasurer considerable trouble when preparing his account. 

II. Income and Expenditure Accounts. 

As pointed out above, a Receipts and Payments Account does not 
necessarily show the actual income for the period covered by the 
account. It is the object of an Income and Itxpenditnre Account 
precisely to ascertain and show that actual inconK'. In other words, 
the function of this account, as employed by non-trading concerns, is 
exactly the same as that of the Profit and Loss Account of a commercial 
undertaking. It should include the whole of the income and expen¬ 
diture appertaining to the period covered, no matter w^hether it is 
actually recciv^ed or paid, or not. Examination candidates not infre¬ 
quently state that an Income and Expenditure Account should include 
all income and expenditure dne for payment within the period. This is 
incorrect. The account should include all income and expenditure 
appertaining to the period whether due for payment or not. That being 
so, apportionment must be made of any accruing income applicable to 
the period, and also of any outstanding charges for the ])eriod not yet 
due for payment. It is clear that these accounts pre-suppose double¬ 
entry book-keeping and demand a correlativ^e Balance Sheet. 

A company to which the Companies Act, 1948, apjdies is obliged to 
lay before a General Meeting at least once in every calendar year an 
Income and Expenditure Account if it docs not present a Profit and 
Loss Account. 

The construction of an Income and Expenditure Account being 
in essence the same as that of a Profit and Loss Account, it follows 
that the income will appear on the credit, and the outgoings properly 
chargeable against the income on the debit, side of the account. And 
since all outstanding income and liabilities have been taken into 
account, it also follows that the account must be conjoined with a 
Balance Sheet di.sclosing the financial position at the end of the period. 
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The balance of the Income and Expenditure Account represents the 
surplus or deficiency for the period, and must be added to, or deducted 
from, the Capital or “ Surplus " fund in the Balance Sheet. 

The Income and Expenditure Account forms an integral part of 
11i(! accounts in a system of double-entry book-keeping, just as a Profit 
and Loss Account does, whereas a Receipts and Payments Account is 
a casli statement forming no part of the book-keeping system. 

Insj)ection of tlie publish(?d accounts of non-trading institutions, 
societies, and clubs reveals an astonishing variety of statements which 
are frequently as inaccurate and misleading in results as they are 
unhappy in nomenclature, ranging as that does from “ Cash Account,'* 
Receij)ts and l^iyinents,’* " Receipts and Expenditure," " Income 
and Ex[)enditiire/* " Income and Payments " to " Balance Sheet ! " 
It may well, therefore, to recaj)ilulatc briefly the essential differences 
between Receipts and Payments Accounts, and Income and Exjxm- 
diture Accounts. 


Receipts and Payments Account. 

This is nothini^ more tlian a classi¬ 
fied suiniTiary of the Cash Book f(»r a 
stated period. 11 deals with all cash 
received and paid during tin* period, 
irrespective of tiu' year to which it may 
relate. No attrMiipt is made to arrive at 
the income for tin* period, and no dis¬ 
tinction is nia<le between Capital and 
l^cveiiiic recei])ls nr payments. The 
resnlting balance re])resents the unox- 
jxMtded cash in hand or at the ])ank. 
Where no property or assets (other 
than cash) is held, and no liabilities 
exist, such an account meets the needs 
of the case, and no lialance Sheet is 
necessary. 


Jneome and ExpcndiUiva A ccniint. 

This account shows the actual in¬ 
come h)r U)c current period only, to¬ 
gether with the expenditure charge- 
ablt' ag.'iiiist that income, whether such 
income or expenditure is due or has 
lieen discharged or not within the 
period. 'Ihe resulting balance shows 
the extent to which the income exceeds 
or falls short of the expenditure for the 
I>eriod. Since the account deals with 
outstanding income and/or expendi¬ 
ture, it must be accompanied by its 
relative Balance Sheet. 


JI lust rati on. The following particulars relate to The Aluggletoii Horti- 
rultiiral So(‘i(‘ty for the year ended December 31, 10... : - 

At the hcf^lnnin^ of the year. —Cash in Bank, War T.oaii in hand, 

Aon (at cost), accrued interest thereon, £2, lo.s.; Tents, Staging, etc., as per 
valuation, Subscriptions Outstanding, f2.\ (received during year); 

Tradesman’s Bill for Prizes Outstanding, p) (paid during year). 

Diivin}; the year. —Subscriptions and l)onations Received, £‘324 ; Exhibitors’ 
I^nlrance Fees, /8g 10.9.; Advertisements in Show Catalogue Received, ^36; 
Admission Money to Show, 8.9,; Cost of Prizes and Competitions, 

/142 4.9. ini .: Sale of ('atalogues. £3 6.9. bd .; Cost of Band, £'28; Printing and 
Stationery, £38 ; Rent paid for F^xtra Staging iiiid Chairs, £10 ; Entertainment 
Tax, 45.; Police and Labour, £^o ipA*. (ui,] Judges' Fees, £^ 55.: Cost of 
Now Maiquee purchased, /130; Flntrance Fees, Sports, and Competitions £^\i ; 
Chair Hire received, £2 (>.s.; Proceeds of Concert, /12 8.9. (>d.\ Cost of New 
Staging and Show Tables purcba.sed, /3t> lo.-c.; Refreshments: Cost, £^2 15. .\d. ; 
Sales, /S4 0.9.; Interest on War Loan (iS months), £y 10.9.; Donations made 
to: Muggleton Cottage Hospital, jiioo; Loainshire County Hospital, ^loo; 
War Loan ]>urchased (December 29), cost, £101. 

At end of year. Subscript ions Outstanding, £21 ; Exhibitors’Entrance Fees 
Outstanding. £10 10.9.; Advertisements in Show Catalogue Outstanding, 
£8 95. hif.; Printing and Stationery, amount owing, £3 25. (yd. 
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The Secretary circulated the following account to members and sub¬ 
scribers :— 


Muggleton Horticultural Society. 

BALANCE SHEET, iq... 


Balance from last year 
Subscriptions and I>onatiuns 
Exhibitors' Fees (Show) 
Competition Fees (Sjx)rts) . 
Preweeds of Concert . 

Profit on Refreshments 
Interest (War Loan) . 
Receipts frf)m Advertisements 
Admission Money 
Sale of Catalogues 
Chair Hire Received . 


Balance brought tlown 


L \s. \ d. 


£ 

5 . 

d. 

189 j oj 0 

IViics and Competitions 

142 

4 

6 

-^24 I Of 0 

C<»st of Band .... 

28 

0 

0 

89 110; 0 

Piinting anfi Stationery 

i 38 

0 

0 

41 j o| 0 

Kent of Staging ;ind Chair.s . 

i *0 

0 

0 

12 1 8i fi 

P2ntertainm«it Tax 

i 8 

4 

0 

12 ' 7! 8 

7 j10! 0 

and Labour 

10 

10 

6 

judges* Fees .... 

5 

.S 

0 

-lb : o i 0 

Manjuee Purchased 

ISO 

0 

0 

t 2 <i 8 j 0 

New Staging and Show Tables 

3 b 

10 

0 

^ 1 6 b 

Pi mat ions 




2 ; b; 0 

Muggleton Cottage Hospital 

10<3 j 

0 

0 


L<iamshire County Hospital 

100 ! 

' 0 

0 


W.ir Loan Purcliased . 

lOI ! 

! 0 

0 

! 

halaiti-e carrieil tlown . 

116 : 

n' 

8 

/^«4(» ! T(i. 8 

; 

, fM 6 : 

ib; 

K 

: i 

116 ; 13; 8 

j 

i 

1 

i 



It is needless to say that the above Statement is not a Balance 
Sheet. It is merely an analysis of the cash receipts and yiayments for 
the year. It does not show the financial result of the Society's Annual 
Show, neither does it disclose the financial position of the Society at 
the close of the year. As the Society possesses property and has 
outstanding assets and a liability, a Balance Sheet should be pre]>arcd. 
Furthermore, the chief object of the Society being to hold an annual 
show, the accounts should disclose the actual financial result of each 
show. Before proceeding further, the student is advised to prepare 
accounts from the figures given for comparison with those that follow. 


In order to draw up a Balance Sheet, the financial position at the. beginning 
of the year must be established. This appears to liave been as follows:— 


Assets. 




£ 


d. 

Cash at Bank .... 

. 

T«q 

0 

0 

War Loan and Interest accrued 


102 

10 

0 

Tents, Staging, etc. 


125 

0 

0 

Debtors for Subscriptions 


24 

0 

0 



440 

10 

0 

Li^ss Liability —• 





Tradesman's Bill (Prizes) 

• 

9 

0 

0 

Capital (or Surplus) Fund 


• ^431 

10 

0 


An Income and Expenditure Account and a Balance Sheet can now be pre¬ 
pared as follows:— 
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Muggleton Horticultural Society. 

INCOME AND EXPENDITURE ACCOUNT FOR THE YEAR 
ENDED DECEMBER lo... 


Dr. 


j £ s. 1 rf. 

To l*rir.cs and Compeiitifnis . | 133 4 ! 6 

,, Cost of Bn ml . . . j 28 o j o 

,, Prmtinfi and Stationpry . : 41 2i 6 

,, Kent of StagiiiK ami Chairs . f 10 o! o 

,, Kntertaimiient 'i'ax . j 8 4 I o 

,, and Labour . . | 10 (» 

,, judges' Fees . . . ! 5 5 u 

,, Donations:— i 

Muggleton Cottage Hospital joo o[ o 

Loainshire Ctuinty Hospital | 100 oj o 

,, Bal.ineccnn ied to Capital I'und ! 234 10 I 


0 ' 7 l ; ^ 


Cr 


By Subscriptions and l.)onatious . 321 o 

Exhibitors’ I'ces (Show) . . ■ 100 o 

,, Entrance Fees (Sports) . . | 41 o 

,, Gate Money (Show) . 11*9 8 

,, Adv'crtlseinents in Catalogue . 449 

,, Sale o( Catalogues ... 3 

,, Chair Hire . . . 26 

,, ]^ri«;ceds of Com ert . 12 8 

C s. d. 

,, Refreshment Sales . 84 9 o 

Lc.v.s Purchase.-, etc. 72 1 4 

- 7 

,, hi tercet on War L'^iati . . 50 

/.h 7 i hi 

I 


B.M.ANCK SHi’ET, DECEMBER 31. 19.... 


Capital Fund ;— 

As <m Dec. 31, ig... 
Surplus from Income 
and Expenditure 
Account 

Sundry Creditor 


£ 

.| 

5. d. ; 

£ 

.s. 

d. 


(. s- !■ £ 

1 

5 . 






Tenfs, Staging, etc. 

125 0 0 ji 


431 

10 0 i 




A<idittons during the 

jl 







vear 

186 10 0 j 



; 





-.-.---ii 3 ” 

10 

~'U 

/o 8 : 




Sundry D^'btors . 

. ■ 3 Q 

19 


-i 

! b()b ! 

0: 

8 

War Loan at Cost 

. 201 

0 



3 : 

2. 

() 

C'ash at Hank 

. •' 116 

13 



/ 869 ■ 

.3! 

2 


; C669 

[7 






.. . . . 

. . _ 



d. 

o 

o 

o 

o 

6 

6 

o 

6 


8 

o 


d. 


o 

6 

o 

8 


EXAMINATION QUESTION. 

The account set out below has been submit ted to you for audit. If you do 
tiot approve of it, criticise and amend it. 

Loamshire Entomological Society. 

INCOME AND EXiTiNDlTUKE ACCOUNT, JjECEMBER 31, 19... 

Dr. Cr. 

£ y. d. , £ s. d. 

Tit Entrance Fees (.’O at/lo Tos.) . .:ro o o i By Salaries aiKl W'agi s . . . 675 o c 

,, Fees for Lif«.’ Merubershift (s at ! „ Seerelary's ^'.ilary . . 350 o o 

i'Sz los.) .... zftz 10 o I ,, Rent. Kates, etc. . 1,284 jo b 

,, Annual Subscrip- s. d, j ,, Printing ami Postages . . 38 18 7 

tions . .1,304 00 j ,, Hej)airs to Preiui.se.s . . . 124 i 4 

,, Ditto, paid in ad- i ,, interest on Bank l.oan . . 37 7 4 

vance . . , 65 o o ■ „ Balance carried down . . 970 4 i 

-1,629 o o 

,, Interest on War Loan . 77 10 o 

,, Sundry Jieccipts . . 62 8 6 

,, Balance from last year . . 1,236 13 4 

£/\, 47 » 1 10 


To Balance brought down . . 970 4 i 



Treasurer's Notes .—The Subscriptions in arrear amount to ;£i2i. Sundry 
Tradesmen's bills, £^2 45. 6r/., were outstanding on December 31, but have 
since been paid. The Secretary's salary, thougli sanctioned by resolution of the 
Committee, has not yet been paid. The War Loan (1929-47), £2,000, was pur¬ 
chased at 98J. The lease of the Club premises (16 years to run) cost £2,12^. 
I he balance of the Bank Loan now outstanding is /1,000, secured by mortgage 
on the leasehold premises. (Chartered Accountants. Intermediate.) 
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Solution. 

(a) Criticism .—The account, submitted is not an Income and Expenditure 
Account: it is merely an analysis of the cash receipts and payments for the 
year, except that the Secretary's salary (^350) has been included as a payment, 
whereas the Treasurer's note states that tlie amount is still outstanding. It 
appears, therefore, that the Cash in hand should be /t,32o 45. id., and not 
i9^o 45. id. as stated. 

{h) Amendment .—As this Society possesses assets and is liable for outstanding 
debts, the accounts should be presented in the form of an Income and Expenditure 
Account showing the actual income of the year, and a Balance Sheet disclosing 
the financial position at the close of the A'car. 

Preliminary to the preparation <»f these accounts, the position of affairs at the 


beginning of the year must be ascertained as follows: — 




A.sskts. 

1 

s. 

d. 

Cash at Bank ...... 

1,23b 

13 

4 

War Loan at ...... 

I.Q 7 <> 

0 

0 

l-.ease ....... 

. ^,124 

0 

0 


;i 5 . 33 « 

L 3 

4 

Less Liability — 




Bank Loan ...... 

. 1,000 

0 

0 

Capital (or Surplus) Fund .... 

■ i 4 » 33 « 

T 3 

4 


Loamshire Entomological Society. 

INCOME AND EXPF.NDITL Rh! ACCOUNT FOR THE YEAR ENDED 
DECEMBI'R 31, j()... 

I'F. Cr. 


1 o .Saliirios and Wa^^’is 
,, Sfcretary’s Salary 
,, Kent, Kates, etc. 

,, Printing and J’ostagf*.'; . 
,, Repairs to I'remises 
,, IntMrfst i»n Bank I-riatr 
,, llxperises oulslanding . 


i 073 ; o o 

.Tsn I <1 o 
r,2r>4 • 10 G 
1 1 s 7 
1J4 ’1:4 
37 ; 7 1 4 

4 - j 4 I 

i- I ' 

1 : t-,330 I 2 I 3 : 

_ ■ I ' 


By ICntr.'iiu *' i'tos 

I’Ves for I-ife Men>l>ersJji}> 

,, Annual Subseriptiemw 
,, Interest on War J.<>an 
Sundry Receipts , 

,, Balance e.arrii-d to Capital 
Pund, being excess of ex 
penditun* ovi r income 


! 

1 ■ ; d. 

2 10; O i O 
2()2 ' 10 I O 

1,685 o i o 
77 ! to ! o 
62 I « ! 6 


|! 252 13 j 9 

j! /:2,.S.50 2 I 3 


BALANCE SHEirr, DEt'EMBEK 31, u)... 


Capital Fiirnl as »jn 
December 31, 

19... ■ . 4.330 13 4 

Lass Income and 
F.xpenditure 

Account , 252 13 9 

Sundry Creditors 
Bank Loan (seemed on leasehold 
property) .... 


f Is.' d. 

" i ; 

I ; 

i 

I ! 

4 , 077.191 7 
437. 4! b 

1 ,'.}{»> '■ O ; O 


I.eaM-at Cf)st 
War l.uan .it (ost 
Sundry Debtui t 
Cash at li.'oik 


t 5 . 333 ; 4 1 I 


i I S. Id. 
2,124 I o o 
1,970! « 

121 ' 

1,320 ! 


Ij t3.33.3 41 


Note.- -No provision has been made for wastage of 11 le Lease. 


Hospital Income and Expenditure Accounts.—Specified forms of 
account, drafted by a well-known chartered accountant, must be 
adopted by hospitals desiring to jiarticipate in the ‘‘ King Edward 
and similar Hospital Funds. 
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IT I. Revenue Accounts. 

The object of a Revenue Account is to ascertain the net profit, or 
income, for the financial period to which it relates, and it can be pre- 
])ared only from a set of books kept on double-entry principles. 

The distinction between the terms “ Income and Expenditure 
Account,” ” Profit and Loss Account,” and ” Revenue Account ” is 
purely technical, and is sometimes urged to the point of pedantry. 
Since the construction of these accounts and the objects served by 
them are practically identical, no further treatment need be accorded 
them here. 


EXAMINATION OliESTlONS. 

1. Explain the dilference (if any) between a Heveiuic Account, an Income 
and Expenditure Account, and a Keceij^ts and 1 Payments Account. {London 
Chamber Coynmerce .) 

2. Ereqiieiitlv so-called Balance Sheets are exhibited, particularly by charit¬ 
able* societies, whereas really they are only Cash Accounts. What further is 
necessary to make them compkde Balance Sheets, showinj^ the true financial 
pi)sition ? {Chartered A ccou niunta.) 

3. Why is a Receipts and Payments Account unsatisfactory as an indication 
of the result of carrying on a luisiness for a period ? {Chartered Accountants.) 

4. A war charity fund received for the six months ended December 31, 19..., 
/i4,670 us. yd., aiui interest C)n investments, £iiio iQ.v. 

The administrative expenditure amounted to /3,838 lo.s. Od., and includejd 
f 5.S. lod., the cost and expenses of making appeals for funds. The Expendi¬ 
ture on Relief amounted to i it/., and on Eoans to £781. The latter 

were not regarded as recoverable, but it was deemed advisable to leave tiie accounts 
open. At the comimmcement of the p<*riod there vas £2,000 invested in .|J% 
\Var Loan which cost £1,077 ^ unrealised at the date yt)u are 

instructed to prepare a Ifalance Sheet aiul Income and Ex])enditure Account 
(January i, 19...). The ca.sh at the Bank at July i, 19..., was £505, and at 
liecember 31, 19..., tlu* various committees were authorised to spend up to the. 
following limits: A, £3,Db 4\. 2t/.; B, £2,800 36'. lot/. ; C, £i,joo 5.S'. 2d. 

Add to the accounts you draft, a report expressing your opinion on the situa¬ 
tion as disclosed by them. {Incorporated Accotintants.) 

5. The following Statement of Accounts of the Blankshire Benevolent Charity 
was submitted as shown for adoption at the annual meeting. You are invited 
to criticise it. 


STATEMENT OF ACCOUNTS FOR THE YEAR ENDED 



JUNE 

30, 19... 





Receipt.s. 




ExerNDiiT Ri'.. 






. 

... 




i 

5 . 

a. 

To balance .... 

A 57 

6 

.*) 

by Annuities 


805 

0 

0 

,, Interest on Investiiients 

2 70 

18 

4 

„ Salary— 





,, Donations 

3«3 

IJ 

0 

Secretary 


25 

0 

0 

,, Special Appeal 

1H2 

14 

0 

Treasurer 


25 

0 

0 

Income Tax returned 

24 

^3 

8 

,, Incidentals 


0 

z8 

3 

,, Stamps overcharged 

3 

0 

0 

„ Printing .... 


8 

3 

6 

bank Interest . 

8 


0 

,, Chief Rent 


5 

9 

4 

,, Amount Banked in error . 

I 

1 

6 

,, I.aw Charges . 


9 

8 

0 





,, bank Coininission 


2 

8 

9 





,, Sundries .... 


8 

12 

2 





,, Balance in bank 


442 

5 

5 


il»33£__5_5 


£1.332 5 5 
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Present Fun us. 


Cost. 

i s. 

2!% Midland Railway 1 Vb<n»ture Stock ....... 1,168 6 8 

3% London and North-Western Railway IX'benturc Stock . . I1255 18 ^ 

4% Lancashire ^nd Yorkshire (in.arantoed Stock ..... 023 16 q 

3% Manchester Corporalum Stock . . . . . . . 514110 

3jf% Hlackpool Corpontii.ii Stfvck ........ 500 o o 

38% Stockport Corporation Stuck ........ 2,500 o o 

Mortgages at 4‘;o . • 3.300 o o 


10,162 3 7 


Audited and certified correc.t, 

H K K n I•: RT TR USI EM. 

The Securities upon whi{ li the present Funds of the Tnslitntiun are inv( st( <l were produced to and 
e.tamincd l»y us, and we certilv that Ihev are in perfect order ami in safe custod^■. 

WILLIAM r. .SUI*in.KTON,CAa»>»Mi»i. 

JAMES UNION, Vice-Chairntan. 

[Incovporcited Accountanfs.) 

6 . From tht; following Receipts and Payments Account of a charitable 
institution, and tlie subjoined inft)rmatioii, prepare (ieiieral Income and F.x- 
penditurc Account for the year ended December 31, 19...:— 


KFF.F.n^TS AND I’AVMEN'rS ACCOUNT. 


r 

To Bal.'inrc— 

L i 

! Dec. ji. 

13 y Payments to Pensiot»ers 

/: 

1,265 

Cash on deposit . 500 


,, Kent, three quarters, 

;5 

Ca.sh on ciiircnt ac- 


,, Office K.vpenses and Salaries, 

,, CollccioT-’s Coiiiinisskm 

275 

coiini . . im 


37 

Cush in h.'ind . . 7 


„ Printing Year Book, et(\ 

26 

— 


,, I'ostages .... 

18 

,, Don.’d ions and Subscriptions . 

1,272 1 

„ tiratuities from Special lumd 

143 

,, Legacies .... 

400 1 

„ Inveiitnicnt in £'500 Birming¬ 


,, Special I'lmd Donations, 

170 1 

ham 3% Stock 

300 

,, Interest on Investments 

135 i 

,, Balance— £ 


,, Interest on Deposit 

•24 ; 

1 $t 

C.afch on di;*jM>sit . 400 

Ca&h on current ac- 



i 

count 

73 

1 

Cash in hand . 

. 12 



- 485 

/:2,6 ,m 


If 


The commit tt'e of management resolve that one-half of h'gacies received 
shall be treated as incomt;, the remainder being ca]:)ital, and tliat the “ Special 
Fund " should be sejiarated from the “ General Funds." JJring into account 
income tax recoverable. A quarter's rent was unpaid at December 31. Sundry 
persons owed £1$ for advertisements in the Year Hook. (Chartered Accountants,) 
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THE BALANCE SHEET 

WiiKN the figures necessary for the compilation of the Trading and 
Profit and Loss Accounts have been extracted from the Trial Balance, 
the remaining items should consist of the details necessary for the 
construction of the Balance Sheet. Items of a like nature must be 
grouped together, since the totals only of the generic groups can be 
dealt with in the Balance Sheet. In order that this may be done, it 
is customary to extract the balances from the various ledgers on 
separate lists, the totals only of the several lists being entered in the 
Trial Balance. Thus the Sales Ledgers' balances will furnish the 
total “ Sundry Debtors "; the Bought Ledgers' balances, the total 
“ Sundry Creditors "; the Investment Ledger balances, the total 
Investments," and so on. The strictest care must be taken that the 
grouping of the items is not misleading, as it will be if heterogeneous 
assets and liabilities are lumped together. I'he material thus accu¬ 
mulated and classified will furnish the framework of the Balance Sheet, 
but much more must be done before the document can be regarded as 
complete. 

Basis of Balance Sheet.—The " Statement of Affairs " prepared in 
insolvency proceedings is analogous to a Balance Sheet. But in a 
Statement of Affairs the assets are valued at their estimated break-up 
values in order that creditors may forecast the result of immediate 
realisation, wherccus in a Balance Sheet the values of the assets are 
their values to the business as a going concern. The definition of a 
Balance Sheet, usually tendered by the student as " a statement of 
assets and liabilities," cannot be considered satisfactory in view of 
the fact that items may be included in it that do not belong to either 
category, e,g, premiums on the issue of shares, debit balance of Profit 
and Loss Account, preliminary expenses, reserves, etc. A better 
definition is that a Balance Sheet is a classified summary of the ledger 
balances remaining after closing all revenue items into the Profit and 
Loss Account, 

As we have seen, the elimination from the Trial Balance of the 
Trading and Profit and Loss items leaves us with the framework of 
the Balance Sheet. But before that framework can be utilised other 
things must be done. The liabilities must be carefully scrutinised to 
ensure that all outstanding debts have been brought into account. 
Where available, the Stores Inward Book kept by the store-keeper 
should be checked to ensure that the invoices representing the latest 
deliveries of goods have been properly posted, and that goods repre¬ 
sented by invoices entered immediately after the close of the year have 
not been included in the stock valuation. If no Stores Book is kept, 
the Carrier's Book, or Warehouseman's Rough Book, or similar records 
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may serve the same purjiose. Examination of tiie Bills Payablt* Book 
will ensure tliat all outstanding bills are properly recorded iii the 
financial books. As regards limited companies, the Directors* Minute 
Book may afford evidence of contingent or other liabilities which need 
to be recorded. The assets, also, need careful scrutiny to ensure that 
the values placed upon them arc justified, and that all due provision 
for known waste has been made. 

Double Account System.—This is a method of i)resentation of 
published accounts, not a system of book-keeping. It was formerly a 
statutory obligation of certain types of public-utility undertakings, 
notably railways, canals, and electricity and gas undertakings, to 
present their accounts in this form. Since, however, all these under¬ 
takings have been nationalised the system has become of no more than 
historical interest. 

Limited Companies and Balance Sheets.—The Companies Act, I 94 ^>» 
makes it compulsory for every company within the meaning of that 
Act to draw up and lay before the company in (hmeral Meeting not 
later than eighteen months after incorporation and, subsequently, once 
at least in every calender year a Proiit and Loss Account (or, in the 
case of a company not trading for protit, an Income and Ex])enditure 
Account) and a Balance Slu»et. The Proiit and Loss Account (in Uie 
case of the first accounts) must be for the period since the incorporation 
of the company or (in any other case) for the period sinc(‘ the date of 
the last accounts, and in cither case made up to a date not more than 
nine months before the date of the meeting or (in the case of a company 
having interests abroad) not more than twelve months. I'he Balance 
Sheet must be made up as on the date to which the Profit and Loss 
Account (or Income and Expenditure Account) is made u]). (Under 
the 1929 Act only a Balance Sheet was necessary, but note that the 
1948 Act requires a Proiit and Loss Account in addition.) The Board 
of Trade may, in individual cases, and for sjiecial reasons, extend the 
above periods, 'fhe Act also provides for tlu; Balance Sheet to be 
signed on behalf of the board of directors by at least two directors, or 
by the sole director. Provision is also made for audit. 

A copy of the Balance Sheet and of all other documents required 
to be annexed thereto (c.g. Profit and Loss Account and auditors* 
certificate) must be sent, not less than twenty-one days before the date 
of the meeting, to ev'ery member of the comjiany (whether or not he is 
entitled to receive notices of general meetings) and to every debenture 
holder (S. 158). The Balance Sheet must set out (at least) certain 
particulars, as laid down in the Eighth Schedule and elsewhere: these 
particulars are enumerated on pp. 83-85. 

Responsibility for the Balance Sheet..The accounts of private 

firms are of concern to the partners only. The responsibility for the 
Balance Sheet of a limited company rests upon the Directors of the 
Company. It is their Balance Sheet, in token whereof, as we have 
seen, the Act of 1948 reqiiirc*s that the signatures of two of their number 
shall be appended to it '* on behalf of the Board ** (S. 155). It is true 
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that the auditors* certificate also appears at the foot of the Balance 
Sheet. But auditors cannot dictate its form, unless it fails to comply 
with the Act (see p. 288) or it is misleading or inaccurate, nor do they 
accept responsibility for the values placed upon the assets. Auditors 
do not certify these values; indeed, they cannot, since these values 
are frequently matters not of actual fact, but of opinion. The auditor's 
duty is to report on every IVofit and Loss Account and Balance Sheet 
(and all group accounts) laid before the com])any in general meeting 
(S. 162), and the report must expressly state the following matters 
(set out in the Ninth Schedule to the Act): (i) whether they have 
obtained all the information and explanations which to the best of 
their knowledge and belief were necessary for the purposes of their 
audit, (2) whether, in their opinion, proper books have been kept and 
proper returns received from any branches not visited by them, (3) 
whether the Balance Sheet and Profit and Loss Account are in agree¬ 
ment with the books of account and returns, and (4) whether to the 
best of their information these accounts give the information required 
by the Act in the manner so required and give a fair view, respectively, 
of the state of the company's affairs and the profit or loss for the 
financial period. In the case of grouj) accounts there are further 
requirements with which we need not deal here. 

Form of Balance Sheet.- -The draftsman of the Balance Sheet of a 
private partnership must study the Articles of Partnership, which, 
almost certainly, will contain clauses affecting the accounts, e.g. in 
such matters as fixed capital, drawings, interest, loans, etc. As 
regards jnilfiic companies, lif the undertaking is amenable to any 
particular Act of Parliament, the statutory form prescribed by the 
})articular controlling Act must, of course, be followed. Apart from 
parliamentary companies, there is no prescribed form of Balance 
Sheet. It is difficult to imagine a stereoty])ed form that would suit 
all and every tyi>e of c ommercial or financial undertaking. Unification 
is, in fact, irnpossilde.* 

A Balance Sheet is a condensed and classified list, taken out upon a 
sheet of paper, of the balances remaining open in a set of books after 
the Trading and Profit and Loss Accounts have been prepared and 
closed. It is not a ledger account, and balances cannot therefore be 
transferred to it. The item occasionally seen in some published Profit 
and Loss Accounts, “ Balance transferred to Balance Sheet," is there¬ 
fore unfortunate. The Profit and Loss Account is a ledger account, 
but the Balance Sheet is not. 

In America, and on the Continent, and also to some extent in 
Scotland, the assets are placed on the left-hand side, and the liabilities 
on the right-hand side of the Balance Sheet. In England, the reverse 
order is followed, apparently to the great regret of some controver¬ 
sialists. But the student will be well advised not to be perturbed over 
this variation of practice, which is one more of tradition than of 

* Article 81 of Table A in the First Schedule to the Companies Act of 1862 
contained a form of Balance Sheet. But that effort at formulation was not very 
happy, and was not repeated in subsequent Acts. 
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principle. In this country it is a frequent prach’ce to term the left- and 
right-hand sides of the Balance Sheet, resj)ectively, the Liabilities 
(or “ Capital and Liabilities *') and the Assets '' sides, and, although 
these captions are frequently not strictly accurate, the student is 
recommended cheerfully to accept the fact. Neither need he worry 
unduly because another school may tell him that Debtor and 
Creditor are more precise captions for the two sides of the Balance 
Sheet, for, after all, " Sundry Creditors appear on the debtor (Dr.) 
side, and “ Sundry Debtors on the Creditor (Cr.) side! No reasonable 
examiner will complain at either description. 

It is an error common to many candidates to head the Balance 
Sheet, e,g .:— 

The XYZ Co,, Ltd. Balance Sheet for the year ended December 19... 

This is iiiciccuratc. A Balance Sheet sets forth the linancial position 
as on a definite date, and does not cover a period, as is the case with a 
Profit and Loss Account. 

Marshalling Assets and Liabilities.—A reasonable and consistent 
method of marshalling assets and liabilities must be adopted, and the 
student will save time if he enters the examination room with an orderly 
method of so doing already fixed in his mind. Two methods are 
commonly employed:— 

(а) Where the assets are ranged in the order of their permanence 
and unrealisability, and as far as possible the capital and relevant 
liabilities are ranged agciinst them. 

(б) Where the assets are placed in the order of their realisability, 
beginning with Cash in hand, and so on, and the liabilities are 
ranged in the order in which their payment can be demanded. 

Method {a) is employed by the vast majority of commercial under¬ 
takings ; method {b) is adopted by, and is suitable for, banks and 
kindred institutions. The examination candidate should ol)tain equal 
marks for either method, provided that he intelligently applies the 
method selected. 

Information Afforded by Balance Sheet.—A sliarp distinction must 
be drawn between Balance Sheets drawn up for presentation after 
June 30, 1948, which must comply with the Companies Act, 1948, and 
Balance Sheets drawn up before that date. The latter had to conform 
to the requirements of the 1929 Act, which were very much less detailed 
and stringent, and as that Act is now entirely superseded by the Act 
of 1948 no useful object w^ould be served now by detailing its provisions. 
As regards balance sheets drawn up after June 1948, S. 149 lays down 
that *' every balance sheet of a company shall give a true and fair 
view of the state of affairs ..." and " shall comply with the require¬ 
ments of the Eighth Schedule to this Act, so far as applicable thereto." 
This schedule is so comprehensive and detailed that it is necessary here 
to set out most of its provisions practically in full; omitting, however, 
a few which apply only in particular circumstances, and are accordingly 
of less general importance than the others. The paragraphs are 
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numbered in accordance with the schedule, but the text does not 
necessarily follow the actual wording of the Act verbatim:— 

(2) The authorised share capital, issued share capital, liabilities 
and assets shall be summarised, with such particulars as are necessary 
to disclose the general nature of the assets and liabilities:— 

(a) requirements as to redeemable preference shares; 

(b) capital on whicli interest has been paid out of capital; 

(c) the amount of the share j)remium account must be specified. 

(Particulars as to redeemed debentures which the company has 
j)Ower to reissue.) 

(3) The following are to be separately staled, so far as not written 
off:— 


{a) preliminary expenses; 

(6) any expenses in connection with the issue of any shares or 
debentures; 

(c) commissions paid in respect of any shares or debentures; 

(d) discounts allowed in respect of debentures; 

(e) discounts allowed on tlie issue of shares at a discount. 

(4) (i) The reserves, provisions, liabilities, and fixed and current 
assets are to be classified under headings av)propriate to the business. 

(ii) Fixed assets must be distinguished from current assets. 

(iii) The method used to arrix'c at the amount of each class of 
fixed assets must be stated. 

(5) Except as provided below, the amount of aii}^ fixed asset is to 
be the difference between the cost (or valuation) and the aggregate 
depreciation written off since the date of purchase (or valuation). As 
regards fixed assets the cost of which cannot be ascertained without 
unreiisonable expense or delay, there is to be substituted the net amount 
at which such assets were standing in the books “ at the commencement 
of the Act " (5 (2) («)), and such figure is to be treated as though it 
were a valuation made on that date. In practice the accounting date 
next before July i, 1948, is usually taken, and it is recommended that 
the amount so shown should be described as the net book value of 
the tissets in question as on that date. Suggested alternative methods 
of arrangement are shown on p. 96, 

(5) (3) provides that as regards assets valued on the basis of cost 
(or '' net book value ”) less depreciation there is to be shown {a) the 
^^ggregate cost (or “ net book value ’ J and (^) the aggregate depreciation. 

The foregoing is not to apply to assets dealt with as mentioned in 
(5) (2) (b), (c), or (d) below. 

(5) (2) (b) Assets the replacement of which is provided for by 
making provision for renewals (i\e. by raising a renewals fund, which 
would be .shown on the other side of the Balance Sheet as a provision*’) 
or by charging the cost of replacement direct to revenue. In either of 
these cases depreciation need not, and would not, be shown as a 
deduction from the cost of the asset. 

(5) (4) provides that as regards assets dealt with in either of these 
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ways there shall be stated : (a) the manner in which their replacement 
is provided for, and (b) the aggregate amount of the provision (if any) 

made for renewals and not used. i • , 

(5) (2) (c) Investments of which the market value is stated, see 

(iij (Sj beJow. V , , , 

( 5 ) W Goodwill patents, or trade marks (see ( 8 ) (i) (0) below), 

(6) There are to be stated under separate headings the aggregate 
amounts respectively- of capital reserves, rtn^enue reser\'es, and pro¬ 
visions. For the definitions of these terms see pp. <85-86. 

(7) Unless the information is given in the Profit and Loss Account 
or in a statement or report annexed thereto, there is to be shoyvai the 
source of any increase in the amounts of the reserv'es or provisions or 
the application of any decrease in the same. If any of these figures 
in the Balance Sheet are divided under sub-headings this rule is to 
apply to each of the separate amounts shown under eacli sub-heading. 
(For instance, if two provisions were shown, one for taxation and the 
other for leasehold renewal, it would not be permissible to transfer a 
sum from one to the other without disclosing what had been done, 
notwithstanding that the total of the provisions would be unchanged 
by the transfer.) 

(8) (1) (a) Tliere are to be shown under separate lieadings the 
respective totals of the trade investments, quoted investments other 
than trade investments, and unquoted investments other than trade 
investments. The expression “ trade invcistments " is not detined, and 
has given rise to some discussion: in the authors' opinion it means an 
investment made for trade " reasons as opposed to financial reasons, 
e,g. an investment in a business wdth which the company ha.s trading 
relations (but not so substantial an investment as to give a controlling 
interest in that business, in which case the business would be a 
“ subsidiary ” and (juite different rules would ajiply). 

(8) (i) (b) There must be shown separately the amount of any good¬ 
will, patents, or trade marks so far as ascertainable and not written off. 

“ Ascertainable " meeins not only ascertainable from the company's 
books but also ascertainable from any contract for the purchase or 
sale of any property by the company or from ain^ conveyance or any 
documents relating to stamp duty on the same. 

There are to be shown, under separate headings:— 

(8) (i) (c) the aggregate amounts of any outstanding loans to 
employees for the purpose of enabling them to subscribe for shares 
in the company (authorised by S. 54), 

(d) the aggregate amount of any bank loans or overdrafts, and 

(e) the net aggregate amount (after deduction of income tax) 
which is recommended for distribution by way of dividend. 

(8) (2) Goodwill, patents, and trade marks may, if desired, be 
shown as a single item. 

(9) Where any liability of the company is secured “ otherwise than 
by operation of law," the fact that the liability is so secured must be 
stated, but it is not necessary to state the assets on which the liability 
is secured. This would apply most commonly in the case of a bank 
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loan or debentures issued by the company: it is sufficient merely to 
add the word “ secured " after the heading in question. 

(10) Where any of the company’s debentures are held by a nominee 
of or trustee for the company, the nominal amount of the debentures 
and the amount at which they are stated in the company's books is to 
be stated. 

(11) This paragraph sets out a number of unrelated matters. If 
not otherwi.se shown, they are to be stated in a note, or in a statement 
or report annexed to the accounts. The matters are:— 

(ir) (2) Tlie number, description, and amount of any shares of the 
company which any person has an option to subscribe for, giving: 
[a) the period during which the option is exercisable; (6) the price to 
be paid for .shares .subscribed for under it. 

(ii) (3) Particulars of the arrears of fixed cumulative dividends on 
the company’s shares, giving periods and amounts, and distinguishing 
between different classes if there are more tlian one. 

(ii) (4) Particulars of any charge on the assets of the company to 
secure the liabilities of any other person. 

(ii) (5) The genera] nature of any other contingent liabilities not 
provided for, including, if possible, the aggregate estimated amount of 
those liabilities. 

(ii) (6) The aggregate estimated amount of contracts for capital 
expenditure, so far as not provided for. 

(ii) (7) If in the opinion of the directors any of the current assets 
have not a value, on realisation in the ordinary course of the company's 
business, at least equal to the amount at which they are stated, the 
fact that the directors are of that opinion. 

(ii) (8) The aggregate market value of the company's quoted 
investments, where this differs from the balance-sheet value. 

(ii) (9) The basis on w'hich foreign currencies have been converted 
into sterling. 

(ii) (10) The basis on which the amount, if any, .set aside for United 
Kingdom income tax is computed. 

(ir) (ii) Except in the case of the first Balance Sheet laid before 
the company after July i, 1948, the corresponding amounts at the end 
of the i)receding financial year for all items shown in the Balance 
Sheet. 

Some of the paragraphs enumerated contain a clause permitting 
the omission of the information in question required to be disclosed 
“ if the amount involved is not material." There is, however, no 
attempt to define the word " material," and this must clearly remain 
in the rea.sonable discretion of the directors, subject of course to the 
auditors’ opinion. 

Definitions—Provisions "—“ Reserves." —These are given in Part 
IV of the Eighth Schedule, and since they are important are given 
verbatim:— 

The cxpre.ssion " provision " shall . . . mean any amount written 
off or retained by way of providing for depreciation, renewals or 
diminution in value of assets or retained by way of providing for any 
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known liability of which the amount cannot be determined with 
substantial accuracy. . . 

The expression “ reserve shall not, subject as aforesaid, include 
any amount written off or retained by way of providing for deprecia¬ 
tion, renewals or diminution in value of assets, or retained by way of 
providing for any known liubility. 

The expression capital reserve shall not include any amount 
regarded as free for distribution through the Profit and Loss Account 
and the expression revenue reserve shall mean any reserve other 
than a capital reser^'e, 

P'urther, the expression " liahility ” (as used in the above 
definitions) is to include all liabilities in respect of expenditure 
contracted for and all disputed or contingent liabilities. 

Part IV also provides that wdiere either an amount written off or 
retained by way of providing for depreciation etc. of assets or any 
amount retained by way of providing for any known liability is in 
excess of that which in the opinion of the directors is reasonably 
necessary, the excess is to be treated as a reserve and not a provision. 

The above definitions are of the utmost importance and require 
careful study in order that a Balance Sheet may be correctly compiled. 
It will be seen tliat the rule by which cxce^ssive depreciation is to be 
treated as a reserve expressly prohibits the practice of writing off 
excessive depreciation without disclosing the fact, thus barring the 
using of this (formerly very prevalent) method of creating a “ secret 
reser\"e.'' 

There is also a point worth noting with regard to capital reserves. 
The words “ regarded as free for distribution " must presumably mean 
free in the opinion of the directors and do not discriminate between 
reserves the distribution of which are prohibited ])y law {e,g, share- 
premium account and caf)ita] redemption reserve fund) and those 
which, for one reason or another, the directors may not think to be 
properly distributable now but which might pr)ssibiy become so at a 
later date. An instance of the latter class would be a capital profit 
realised on the sale of a fixed asset where the present market value of 
other fixed assets was less than their book value; it is considered that 
this profit, though a capital one, could become distributable later on 
if the remaining fixed assets in question were written down to below 
market value or realised and a net surplus remained after such sales 
were completed. Notwithstanding this possibility, it seems that the 
profit on the first sale, under the conditions envisaged, could properly 
be considered a capital reserve. If so, it would follow that there are 
really two distinct classes of capital reserve:— 

{a) those which can never be distributed (unless on a capital 
reconstruction or liquidation of course), and (ft) those which became 
distributable later in the light of subsequent happenings. 

However, the authors would not like to be dogmatic on the point 
and there may be room for another opinion. 

It may be useful at this point to consider briefly the subject of assets 
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and liabilities in general, and also in detail some particular assets and 
liabilities that commonly find a place in Balance Sheets. 

Assets. 

Assets Generally.—Assets may be divided into three classes: 

(a) Fixed Assets; {b) Current Assets; (c) Assets of Unrealisable Value. 

(a) Fixed Assets, —These are assets of a more or less permanent 
kind that are held not for sale, but solely in order to earn revenue. 
Of such are Land, Buildings, Machinery, etc. 

(b) Current Assets are those which have been made or acquired 
for sale and conversion into cash. Stock, Book Debts, Temporary 
Investments, etc., illustrate this kind of assets. 

(c) Assets of Unrealisable Value, —To this category belong such 
assets as Preliminary Exp^enscs, Debenture Issue Expenses, the 
debit balance of Profit and Loss Account, and the like. Such 
assets as these should be segregated at the end of the Balance Sheet, 
and any deductions that have been written off them during the year 
should be clearly shown. 

Some writers seem fond of labelling assets as tangible " or '' in¬ 
tangible.'* An illustration of this now lies before the author. He is 
instructed that book debts is an example of a tangible asset, and 
goodwill of an intangible asset. But he remembers that he has some 
outstanding book debts which he wishes were tangible, and recalls an 
instance of a sale of goodwill for half a million sterling, which, in that 
instance, certainly could not have been very intangible! The examina¬ 
tion candidate is advised not to be too free in his use of these labels. 

The Act does not strictly require the separation of loan debtors 
(except in certain specified cases) from trade debtors; nevertheless, it 
is good practice to make the separation unless at any rate the amount 
of the loans is trifling. This is one of the instances where there is 
much to be said for not confining oneself to the strict letter of the law: 
there are many others. 

Any sums due from Directors or other officers of the company 
must be separately stated. S. 190 absolutely prohibits the making of 
loans to directors (formerly permissible, but the details had to be dis¬ 
closed in the Balance Sheet) except in the case of an exempt private 
company (see p. 269). 

As ^ready stated, investments must be separated into three 
categories, viz.:— 

(a) Trade Investments. 

(b) Quoted investments other than trade investments. 

(c) Unquoted investments other than trade investments. 

We have already considered the meaning of *' trade investments.'* 
As regards the second category, the market value must be stated 
(normally by way of a footnote) unless these investments are already 
shown at market value as, if they are dealt with as current assets, 
they might be. 

Investments may, according to circumstances, be fixed assets. 
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current assets, or not strictly either: it must dej>end on the circum¬ 
stances of the case and for what purpose each investment is held. At 
one end of the scale, a trade investment is alrnost certain to be a fixed 
asset; at the other, an investment in a British Government stock, 
readily realisable and representing no more than a temporary use of 
surplus money, is beyond question a current asset. A particular type 
of investment, always shown separately under the heading of current 
assets and appearing in the majority of modern Balance Sheets is 
'' Tax Reserve Certificate's/' It is argniable that this is perhaps more 
of the nature of a payment in advance '' than a true inv’estment. 
Howev'er that may be, if these certificates are sej)aratcly stated, as 
they should be, the point (from a Balance Sheet point of view), becomes 
academic. 

Goodwill, patents, and trade marks mast be separated from other 
assets if it is possible (by reference if necessary- to sources of information 
outside the books of account) to do so. It is not obligatoiy to separate 
goodwill, on the one hand, from patents and trade marks on the other, 
but it is good practice to do so if the information is available: clearly, 
if, as often happens in practice, they have all been purchased together 
for an inclusi\*e sum the separation is impossible. 

Stock in hand must, of course, be stated separately, and it is usual 
to state the basis of valuation, c.g. " at market value,'* at the low^er 
of cost or market value," " ns valued by the managing director," etc. 
Since the rules laid dowm in the Eighth Schedule refer only to fixed 
assets they do not apply to stock. It is unusual (as regards a public 
companj" at any rate) to show the subdivision of stock as between its 
component parts, e.g, raw materials, finished goods, packing materials, 
etc. 


Valuation of Assets.—It has already been stated that the values 
of the fixed assets in a Balance Sheet should be based upon their 
values to a going concern. These values are by no means always the 
same as their sale or current market values. The going-concern values 
may be greater or less than the market values—the matter is of little 
moment. The fixed assets employed by a commercial undertaking 
are employed for profit-earning purposes, and the only practicable 
basis of valuation is cost less reasonable provision for w’aste and 
depreciation. Current, or " quick " assets as Americans call them, 
should, on the other hand, be valued as nearly as possible at their 
actual present value to a going concern, w^hich, in some cases at any 
rate, is their market price if less than cost. It will be obvious that the 
going-concern basis of valuation adopted must be consistent year by 
year, otherwise the accuracy of the profits shown as having accrued 
since the previous Balance Sheet will be vitiated. The student will 
realise the supreme importance of the values placed upon the Assets 
in a Balance Sheet. If these values are not based upon reasonably 
accurate data, not only will the financial position of the undertaking 
be stated falsely, but also the profits shown will be misleading—so 
intimate is the relation between capital and revenue. 

Bankers and others, inspecting a Balance Sheet upon a request for 
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a loan, will naturally review the assets rather upon a break-up basis 
than on that of a going concern. 

Land and Buildings.—It is impossible to adopt hard-and-fast rules 
when valuing these assets. Freehold buildings may be slowly wasting 
owing to wear and tear; or depreciating in value because of growing 
obsolescence, whereas the land on which they stand may be steadily 
appreciating in value. Freehold land will probably fluctuate in value, 
and the appreciation or depreciation may even be permanent. Unless 
there are cogent reasons against such a course, freehold land should 
be stated at cost; and the legal, surveyors', and other expenses of 
acquiring the land may legitimately be added to that cost, although it 
is more prudent, perhaps, to charge them to revenue over a term of 
years. 

It cannot be affirmed that it is ultra vires to revalue an asset that 
has appreciated, and employ whatever increase in value may be thereby 
disclosed to decrease or eradicate an adverse balance standing at Profit 
and Loss Account. Directors who adopted this course were held to 
be justihed in the absence of any fraudulent intent {Ammonia Soda 
Co., Ltd., V. Chamberlain and others, [1918]). But, in the majority of 
cases, it is unwise to take credit for unrealised profits. Additions to 
freehold property may be capitalised at cost, provided always that 
the book value of any portion of the building demolished to permit 
of their erection is duly written off. 

The cost of leasehold land, and the subsequent expenditure upon 
it, must be written off over the life of the lease. If there is an option 
for renewal, and it is desired to exercise the option, the best method, 
perhaps, of providing funds for the new lease is by means of an endow¬ 
ment policy of assurance. 

Buildings stand in a different category from land. Freehold 
property, if kept in an efficient state of repair, need not be depreciated, 
but this cannot be laid down as an invariable rule. The original con¬ 
struction, present state, and other circumstances affecting the property 
must be taken into consideration. 

Leasehold buildings must be treated as stated above in the matter 
of land. If the building is unlikely to last out the lease, that factor 
must also be taken into consideration. 

From a mortgagee’s or banker's point of view, the chief questions 
to be answered are: (i) Can the property be easily converted to other 
than its present use ? (2) What is the site value ? (3) Is the locality 

in which the building is situated waning or increasing in popularity ? 

Provision for wastage in connection with lea.ses is most suitably 
made by the annuity method. 

Frequently, a premium is paid for a lease. This premium represents 
commuted rent, and should be spread in equal instalments over the 
term of the lease. Money is frequently raised in these days of heavy 
death duties by the grant of leases at reduced rents in consideration 
of the payment of a cash premium. Such premiums represent rent 
paid in advance, and, similarly, should be spread over the term of the 
lease. 

D 
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Dilapidations, —I'he liability to yield up demised premises in good 
repair at the end of a tenancy is usually attached to leasehold agree¬ 
ments. This is a contingent liability that must be provided for. The 
extent of the liability should be carefully estimated by professional 
advisers, and a fund should be raised and invested, preferably outside 
the business, in order to meet it. Assurance policies are sometimes 
taken out for this purpose. 

Balance at Bank.—The most usual practice is to include in the 
Balance Sheet the balance as shown by the Cash Book. However, this 
should not be taken as an invariable rule, and there is a school of 
thought which considers that it is more correct to show the balance 
which appears in the bank pass book, on the ground that this is the 
actual amount standing to the company's credit (or debit) v-ith the 
bank on the date in cpiestion. The authors are rather inclined to 
favour this view, but would not i)ress it to the point of insisting that 
this method be adopted in a case where the more usual method had 
been adopted in the past and the directors disliked the idea of making 
a change. 

Occasionally^ the ordinary method is definitely WTong and an 
adjustment becomes really necessary. The writer came across one 
case, in the course of an audit, where the bank reconciliation showed 
a surprisingly large number of outstanding cheques; it turned out, on 
enquiry% that not only had these cheques not been posted to the 
creditors concerned, but they had not even been signed. I'he account¬ 
ant had merely drawn them and put the unsigned cheques in a basket, 
to be signed after the balancing date. It is clear that to enter a cheque 
as a payment in the cash book under circumstances of this sort is in¬ 
correct : the entry should be made under the date on which the cheques 
are actually put in the post. 

Of course, if the Balance Sheet figure of “ balance at bank " differs 
from that shown in the cash book the corresponding adjustment is 
necessary to preserve the double entry " (though no entry need be 
made in the books themselves). In the case mentioned above the 
bank balance was shown as increased by the amount of the “ imaginary " 
payments and the sundry creditors " increased by the same amount. 

One final remark: the reader should note the wording of the 
heading “ Balance at Bank.” ” Cash at Bank ” is often used, but 
this is not strictly correct: the item is not specifically represented by 
cash, and the accountant cannot know what cash the bank may have 
available. 

Goodwill.—Several academic definitions of what is meant by good¬ 
will are available, but none of them are entirely satisfactory. It is 
best, perhaps, to explain the term on the broad lines of practice, and 
to say tliat, in general, the purchaser of a goodwill acquires the right 
to represent himself as the successor to the business, and to enjoy 
every advantage attaching to the business, capable of transfer, that the 
former proprietor enjoyed. Thus the purchaser of goodwill acquires 
the trade name, trade marks, designs, patents, copyrights, etc., belong¬ 
ing to the business; he takes over the benefit of current contracts. 
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agreements, leases, etc., and he acquires all the advantage accruing 
from the location, reputation, and organisation of the business. The 
actual concomitants of goodwill will vary with the particular business, 
but some, or all, of these elements will be present. 

By its very nature, goodwill fluctuates in value, increasing as the 
profits of the business increase, decreasing as they fall. For sale 
pur])oses, the value of the goodwill is usually based upon a given 
number of years' purchase of the average annual profits, calculated 
over from three to five years of the most recent trading exf)erieiice. 
7'he number of years' purchase varies, and depends upon the kind of 
business. From three to five years is a common basis of computation. 
It is becoming increasingly common to arrive at the value of goodwill 
on one of the following bases, which are more scientific than the 
rough-and-ready method already mentioned:— 

Method {t): Assume that the value of the Net Assets (i.e. Assets 
less Liabilities) to be acquired is agreed at £180,000, and that the 
Average Profits availalfle, before deducting the remuneration of the 
Partners or Directors (as the case may be), are £38,000. It is then 
necessary to ascertain the yield required on capital invested in the 
business, having regard to tlie risk involved, and thus to arrive at the 
return which the goodwill will yield. This can then be capitalised, 
e.g. 

Prrjfits .......... /^S.ooo 

Deduct : Rtfiiiunoratiun of Partners <»r 1 directors, say . . . 5,000 

Profits availal:)Ie for iniercjit on ca]>ital ...... 33,000 

Deduct : Interest at 15% ^>n the Capital paiti for the net asset.s [i.e, say 

5% for pure interest and 10% for risk) ..... 27,000 

Leaving .available for return on iii\ estnn nt in goodwill {i.e. “ super¬ 
profits ") . . . . . . . . • • £(>,000 


The investment in goodwill will have to bring in the same yield 
as the investment in net assets, since the risk is the same, so tliat good¬ 
will can be capitalised at £40,000 which is the amount of capital on 
which £6,000 of j>vofits will return 15%. 

Method (it): Assume the same facts as before :— 

Average I*rofits ........ ^38,000 

Deduct : Remuneration ....... 5,000 

Leaving available a.s the reward for Capital . . . i,33,ooo 


If 15% is the minimum return required on capital invested in that 
class of business, a profit of £33,000 capitalises at £220,000. The 
purcha.ser should therefore pay £220,000 for the net assets of £180,000, 
i.e, he pays for goodwill the sum of £40,000. The goodwill of a pro¬ 
fessional business, depemding as such a business does upon the 
personality of the previous practitioner, will clearly be less than that 
attaching to a trading business, in which the personal factor is of far 
less account. Again, goodwill based upon steadily increasing profits 
will be more marketable than goodwill based upon decreasing profits. 
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Goodwill rarely appears in a Biilance Sheet unless it has been 
purchased. Tlie dut}’ of the Balance Sheet draftsman in tliis connec¬ 
tion is to see that the asset is stated as a separate item at the amount 
at which it stands in the books, with the narration “ at cost/’ or “ at 
cost less amounts written off/' 

3 ^ and Fourth Schedule, Part I (lo) of the C ompanies Act, 
1948, every prospectus issued by or on behalf of a company or of a 
person engaged or interested in its formation, and, by S. 48 and Fifth 
Schedule of the same Act, every statement in lieu of prospectus must 
state the amount paid for goodwill. 

Unless the Articles direct that goodwill shall be written down, a 
limited company would appear to be under no legal obligation to 
reduce the cost price of tliis asset (IVilmi’r v. McNamara, [1895]). 

The contention occasionally advanced that in all cases goodwill 
should be written down as a wasting asset, apparently on the ground 
that debts and death are the only certain things, is not very logical. 
The author has in mind a business well over a hundred years old 
and flourishing more vigorously than ever. On wdiat basis should the 
goodwill of that business be estimated? Agmn, who can foretell the 
life of a goodw'ill, and who, therefore, can assess the instalments to be 
written off? It is suggested that changes in the value of goodwill 
cannot be treated on precisely similar lines to w'aste in connection with 
fixed assets, but must be dealt with in the light of actual circumstances. 
Goodwill may be written dowai as a means of retaining funds in the 
business, and so cheaply providing w'orking capital, and wiiere this 
course is desirable it is to be commended. But tliat is another matter. 
The writing down of goodwill, where no permanent depreciation of 
the asset has occurred, is tantamount to the creation of a secret reserve, 
since in normal circumstances goodwill is constantly being renewed 
in the very fact that profits arc maintained. In the author’s view it 
is impracticable to attempt to record the fluctuating value of goodwill, 
and its reduction below the original cost price is a matter of financial 
prudence rather than one of obligation. 

Goodwill, of course, is not a banker's security, and in scrutinising 
a Balance Sheet, preliminary to considering wdiether to grant an 
advance, the banker wisely ignores the asset. 

Any provision made for the reduction of the asset goodwill is an 
appropriation of profits and not a charge against them. 

The ca.se of Stapley v. Read Bros,, Ltd,, (1924), is of considerable 
interest to accountants in connection with the subject of goodwill. 
An injunction was sought to restrain the defendants; [a) from distri¬ 
buting a dividend until the debit balance of the Profit and Loss Account 
had been discharged; (h) distributing as dividend profits originally 
applied to writing down the book value of assets and subsequently 
WTitten back; (c) dealing with any unrealised profit resulting from an 
estimated appreciation in the value of capital assets. 

Goodwill stood originally in the Balance Sheet at 3^140,000, and 
was subsequently wTitten down by instalments out of profits to £51,000. 

A reserve of £61,000 was also created out of profits. Sulxsequently 
the balance of the goodwill was written off against this reserve, thus 
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reducing the reserve to ;fio,ooo. By the year 1920, the reserve had 
been increased to £25,000, and a further £15,000 was transferred 
thereto from the balance of the current Profit and Loss Account 
(£33,000), making the balance £40,000. 'I'his balance of £40,000 was then 
distributed in the form of fully paid shares by way of a capital bonus. 

But a period of bad trade was experienced, and at the close of the 
year 1922 there was a debit balance on Profit and Loss Account of 
£20,504 165. 6rf. A {)rofit of £1,300 was made in the year 1923, but 
three years' preferencci dix'idends were in arrear. 'riic directors pro¬ 
posed: (a) to pay the arrears of preference dividend out of current 
profits; (h) write back to reserve £40,000 of the amount written off 
goodwill; and (r) eliminate the debit balance (£20,505) of Profit and 
Loss Account. 

The plaintiff did not contend that the goodwill was not worth at 
least £40,000, but that profits utilised to write down the book values of 
assets could not afterw^ards be written back, and be treated as available 
for distrilmlion. Mr. Justice Russell said that in his view' the sole 
(Question was wiiether the Profit and Loss Account is to be treated 
as a continuous account so that no dividend could be declared out of 
one 3'ear\s profits until any debit to I^rofit and Loss in respect of prior 
years had been made good." In his opinion it was not so to be treated. 
If £40,000 had been carried to reserve from profits it could have been 
subsequently distributed as dividend. Did it make any difference if 
the comj)ajiy, instead of carrying that sum to reserve, utilised it to 
write down the value of goodwill? Had the company permanently 
capitalised those profits so as to disentitle it to restore them to reserve ? 
'J'he shareholders had approved the directors' previous reports and 
proj)Osals, but they had not bound themselves to give up their claims 
to the profits that had been carried to reserve and employed to eliminate 
goodwill. In brief, those profits had not been permanently capitalised. 
The injunction applied for w'as refused. 

Machinery and Plant.—The various methods employed to meet 
w'aste in connection w'ith this asset have been discussed (see pp. 41-47). 
Whichever method is adopted, the result to be ensured is that the 
asset shall be stated in the Balance Sheet not at its market value but at 
a figure that represents its unexpired capital value to a going concern, 
i.c. “ at cost " (if new), or at cost less depreciation, in other cases. 
Occasionally, one finds that this asset is stated at its original cost, 
and on the liabilities side of the Balance Sheet there ap>pears a Deprecia¬ 
tion Fund, representing the accumulated provision made for deprecia¬ 
tion to date. This method cannot be recommended. It is better to 
show the value of the asset nei on the assets side. Its present book 
value can then be seen at a glance. See also p. 95 as to other methods 
of stating this asset. 

Where the plant is extensive and of various kinds, a Memorandum 
Plant Ledger, or Register in the form shown on p. 98, should be kept. 
Such a record is of great value as a check upon the provision made 
for waste, and is also useful when making claims for allowances in 
this connection in respect of Income Tax. 



94 


higher BOOK-KEEPING AND ACCOUNTS 


In reviev,-mg a Balance Sheet t\ie W cted^tOT >wiH ehmlnate 
Nvlwh is •• fixed ■’ to the building it the preinises are itioilgace,! 
\v. xxW Vi XN1\S eVvto-Vale any machinery VfhlcVv is ?.\ieeiaV nV 

-xaVxss'-VviyMsxe -ssfiicVS V>'l. 

y\\rc\\ase svsaeui. '■"•v 


. H;. . 

^ OP'E'^ eA\'/m/i/(‘, /wt Dt/fir /jyxi-i 

fr/Ji'^ (Px/A ff7/A j/j ,1 pravsv/y xmij/jr m.wm’r. Assumml 

that we are considering an examination question, the student must 
first make sure whether the Balance Sheet he is preparing is or is not 
Oivt ioT presentation to the members under the Companies Act (the 
wording of the question should make this clear, but should it not do so 
it would be wiser to assume that the examiner requires the Balance 
Sheet to comply with the Act). 

Let us assunie the following facts:— 

(1) The accounting year ends on December 31, and w^e are consider¬ 
ing the Balance Sheet to be drawn up as on December 31, 1950. 

(2) At December 31, 1949, the total value of plant and machinery 
was: cost £50,000, aggregate depreciation to that date £19,000, net 
value £31,000. 

(3) During 2950 plant which had cost £3,000 and in respect of 
which £2,300 aggregate depreciation had been writ ten off up to 1949 
w^as sold. Assume that the profit or loss on sale has been transferred 
to revenue. 

(4) During 1950 new plant has been bought at a cost of £7,000. 

(5) £4 i0 <'*<^^ is to be provided for depreciation in 1950, in respect of 
plant on hand at the end of that year. 

We accordingly calculate that:— 

(a) The cost of plant on hand at the end of 1950 is £50,000 less 
£3,000 plus £7,000, ix. £54,000. 

(b) The aggregate depreciation, before making the provision for 
is £19,000 less £2,300, ix. £16,700. After providing the £4,000 

further depreciation for 1950 the aggregate de])reciation becomes 
£20,700. 

(c) The net value for Balance Sheet purposes is therefore £33,300. 

I'he question is now how to set out these facts in the Balance Sheet. 
The answ'er will depend to a considerable extent on whether or no the 
Balance Sheet is to comply with the Companies Acts. If the answer 
to this question is no (as for instance, if w'e are dealing with the accounts 
of a partnership) the following wwild suffice:— 


I^lant and Machinery : 

As per last balance sheet ..... 31,000 

Plus additions at cost, less sales at book value . 0,300 


37>30f> 

Less Depreciation written off .... ^,000 

.— 33.3«JO 

If the Balance Sheet (with appropriate alterations in dates) had 
been for publication under the Companies Act, 1929, the above would 
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have sufficed, provided the following words had been inserted under 
the heading, “ At cost, less depreciation/' But to comply with the 
Companies Act, 1^8, something quite different is necessary. The 
minimum information required for compliance with this Act would be:— 

Plant and Machinery : 

At cost .... 

Less aggregate depreciation 


Note that these figures do not “ tie up ” with the corresponding 
figures for the previous year, but this is not necessary. If it is desired 
to ‘:how the connection with the figures for the preceding year (and 
many companies like to do this) there are several methods possible, 
one of which is the following:— 

/ 

I^lant and Machinery : 

At cost : per last balance sheet .... 

Additions since ....... 7.000 

J^rss sales ........ 3,000 


54,000 

f.ess depreciation written off : per last balance sheet 19,000 

J.ess dtiprcciation on plant sold .... 2,300 

16,700 

Add, provided this 3’ear ..... 4,000 

- 20,700 

- 33.300 

It is important to note that the ** depreciation " .shown as here 
])rovided is only the depreciation provided in respect of plant still on 
hand at the end of the year. If, as might well be the case in practice (or 
in an examination question for the matter of that), some depreciation 
had also been provided in respect of the plant which was sold during 
tlie year, then the total depreciation provided during the year, which 
is the figure shown in the published Profit and Loss Account (or 
possibly included there with depreciation of other fixed assets) would 
liave exceeded £4,000 by the amount in question. 

We cannot leave the subject without dealing with the situation 
(envisaged and allowed for by the Act of 1948) where the cost of the 
plant bought before 1948 cannot be ascertained “ without unreasonable 
expen.se or delay." To consider this we will take the figures already 
given on p. 94 and suppose that:— 

(6) Of total of £50,000, £32,000 represents the book value (as on 
December 31, 1947) of plant bought before December 31, 1947 and 
still in use at December 31,1948, while the balance of £18,000 represents 
the cost of additions during 1948 and 1949. 

{7) The plant sold in 1950 realised £900; further, it had been 
purchased before 1948, and there is no record of its cost. The figures 
given under (3) above therefore do not apply. 

The " net book value " of the old plant is now (at the end of 1950) 
£31.100. 


I £ 

50.000 

4,000 


£ £ 

54,000 

20,700 

- 33.300 
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(8) In substitution for the figures for aggregate depreciation 
pre\'iously assumed, let us imagine that £8,500 depreciation has been 
provided in 1948 and 1949 (together), this including depreciation on 
both the old and the new " plant, and that of this total £350 is 
considered as applicable to the plant sold in 1950. 

We can see that, since this £350 relates to plant which at the end 
of 1950 is no longer in the company's })ossession, it must be deducted 
when arriving at the “ aggregate depreciation at that date. Further, 
the plant shown at ** net book value " must be decreased by both the 
proceeds of sale, £900, and by this £350. In effect, though this can 
be no more than an estimate, £1,250 is taken as being the “ net book 
value ” on December 31, 1947, of that part of the plant which was 
sold in 1950. If the directors have reason to consider that this figure 
of £1,250 is seriously wrong their proper course (though apparently 
there is no compulsion under the Act) would be to adjust the net 
book value ” accordingly, by reference to the estimated profit or loss on 
sale. We will assume that, for whatever reason, this is not done in the 
present case. The following entry in the Balance Sheet, giving the 
facts as assumed, would comply with the Act of 1948:— 

L L 

Plant and Machinery : 

.'\t net lM«>k value on December 31, J947, less sales since . 3f>,75o 

At cost .......... 23,000 


- 53 , 75^5 

Less aj?gregalo depreciation written off since December 31, 

1047 .. 

- 43d>oo 

A second method, which has much to recommend it, is to make a 
clean distinction betw^een the present values of the plant showai at 
cost or at “ net book value respectively. This involves providing 
depreciation separately in respect of these twT.) portions of the plant. 
Suppose now that of the £8,500 dep)rcciation provided in 1948 and 
1949 £4,700 w'as allocated to the old plant (taken at “ net book value ”) 
and £3,800 to the plant bought in 1948 and 1949. Suppose also that 
of the £4,000 to be provided in 1950, £2,200 relates to the old plant 
and £1,800 to the new. 

Dealing first w'ith the old " plant, the net book value '' at the 
end of 1950 is £32,000 less £1,250, i.e. £30,750 (as before). The 
aggregate depreciation (since 1947) on the '' old i)lant is £4,700 less 
£350 plus £2,200, ix. £6,550. 

As regards the “ new^ plant,” the cost is £25,000, and the aggregate 
depreciation £3,800 plus £1,800, i.e. £5,600. 

The balance sheet entry could accordingly be:— 


I £ 

Plant and Machinery : 

At net book value on December 31, 1047 ' r*'*?: 

aggregate depreciation provided since b,55o * 


- 24,200 

At cost ...... 25,000 ’ 71-1 M 

Less aggregate depreciation . . . 5,boo '4 

-19,400 ‘ ^ * 

- 43,600 
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It may possibly be an objection that this method fails to disclose 
the total aggregate depreciation " as a single figure. This is true, 
though an answer is that the facts are disclosed as fully as possible, 
and if anyone wishes to know the grand total of depreciation it is only 
necessary to add together its two component parts, viz. £6,550 and 
£5,600. This difficulty may, however, be got over, if desired, by using 
the “ columnar ” metliod, now becoming increasingly popular, e.g .:— 



('oat. 

Hr. 

A}iiirri;atr 

Depredation. 

Net. 

IMant and Macliiiicrv : 

L 

£ 

£ 

At. not hook value, J )ec:einh<n‘ 31, 1047 



24,200 

At cost ...... 

25,000 

5,0oo 

19,400 



/1 2,150 



'J'he other tyi>es of fixed assets can also be dealt with in these 
columns in the same way, so that the final total of the first column 
(which would be “ ruled off ” at the foot of “ fixed assets ** section of 
the Balance Sheet) would show the total cost (including net l)ook 
value ” figures where appropriate) of all the fixed assets owned by the 
business. Similarly, the final total of the second column would 
disclose the aggregate depreciation provided in resj)ect of fixed assets 
of all ty])es. 

A further extension of the same method is to use additional columns 
in wliich to set out separately (for instance) last year's figures (at cost), 
additions less sales, last year’s figures of aggregate depreciation, and 
de})reciation v)rovided this year. Numerous variations are possible, as 
inspection of the published accounts of a number of businesses will 
soon disclose. 

Loose Tools, etc. —Dt^preciation of this asset by ordinary methods 
is impracticable. Many of the tools may be made by the firm’s own 
workmen, and constant additions, losses, scrapping, and " borrowing ” 
will vary the quantity of the stock held. Actual valuation is the only 
safe method to adopt, 'lh(^ value of horses, livestock, moulds, and 
similar assets shouhl also be ascertained by periodical valuation. In 
all these cas(\s, fixed percentage depreciation is often misleading. 

Trade Marks, Patterns, Dies, Drawings, etc. —It is difficult to deal 
with these except on the basis of cost, subject to periodical survey, in 
order to prevent obsolete trade marks, patterns, etc., being included, 
'fradc Marks can be groujK'd with goodwill and patents in the Balance 
Sheet. 

Patents. —The protection afforded by a patent lasts for sixteen 
years from its date. But the life of a patent may be extended by order 
of the High Court, on ])etition by the patentee, where sufficient cause 
for extension is shown. The original cost t)f the ])atent, if purchased, 
together with all fees paid in respect thereof should be written off over 
the life of the patent or earlier. Similarly, all expenses and the costs 
of experiments in connection with the invention patented should also 
be written off within its life. This is the broad theory, but it may 
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( Inwes.tmcnt Ledger.) 

ARCADIA 5% GOLD BONDS. 

Nurnbers of Bonds. Interest payable June i and. December i. 
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have to be modified to fit 
the circumstances, e.g. in the 
event of the complete failure 
of the patent. 

Copyrights.—^These extend 
for fifty years after the 
author's decease. It is diffi¬ 
cult to value this sort of 
property, since the value of 
a copyright may last long or 
quickly wane. Periodical 
survey and valuation is the 
only safe method. 

Furniture, Fixtures, and 
Fittings. — Office furniture 
may last a long time, and 
possess considerable second¬ 
hand value. But Fi.xtures 
and Fittings should be much 
more heavily depreciated 
than Office Furniture, since 
these are usually worth little 
mon; than firewood when 
it comes to cilteration of 
premises, removal, or sale. 
Particularly is this the case 
if they are specialised to the 
trade. If the premises are 
leasehold, some of the fittings 
will become the property of 
the landlord at the expiration 
of the lease, and particular 
care is needed in such cases 
to eliminate the asset from 
the books during the life of 
the lease. 

Investments.—In vest¬ 
ments cannot be said to 
depreciate in the ordinary 
sense, that is owing to wear 
and tear, but they may 
fluctuate in capital value. If 
investments are fixed assets 
held for the purpose of pro¬ 
ducing revenue, fluctuations 
in value may be ignored, 
provided that they are not 
permanent. The basis of 
valuation, cost or market 
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price^ must be stated, and, where the value is stated at cost, a note 
must appear on the Balance Sheet of their aggregate market value. 
Special reserves are often created to meet actual or possible fluctuations 
in the value of investments, esj)ecially when the investments held arc* 
heavy. Investments which represent a reser\’e fund should be 
separately stated in the Balance Sheet. If these investments are less 
in amount than the reserve, it indicates that the balance of the fund is 
comprised in the general assets of the business. Tnuie investments, 
z.e. shares held for trade purposes, or shares in associated companies, 
must also be separately stated. If any liability for uncalled ca]utal 
attaches to investments, a note of the fact must be made in the Balance 
Sheet. 

A separate ledger should be kept to record investment holdings 
and a separate account for each investment, ruled as shown on p. 99. 

Some conij^anies (c.^. Assurance ('om})anies) are under statutory 
obligation to marshal their investments in the Balance Sheet under 
specific headings. As stated on p. 84, Schedule \TII, para. 8, requires 
that investments shall be subdivided into the following groups: 
(a) trade investments, (/?) quoted investments other than trade invest¬ 
ments, and (c) unquoted investments other than trade investments. 
Where investments are held in subsidiary companies they must be 
stated sej)arately as such, although only the aggregate need be stated, 
t.e. it is not necessary to show the holding in each subsidiary company. 

Interest Accrued Due.—Interest on debentures, mortgages, and 
similar fixed-interest investments is frequently apportioned, and the 
amount applicable to the period cov ered by the accounts is taken credit 
for in the Profit and Loss Account, a like amount being scheduled as 
an asset in the l^alance Sheet, 'i'his is perfectly in order, though not 
considered obligator\\ On the other liand, dividends, even on 
preference shares, should never be anticipated unless at the time the 
accounts are being prepared they havx* actually been declared. Even 
then it is better not to ap])ortion them, though if such a dividend is in 
respect of a period ending not later than the Balance Sheet date it is 
permissible to bring in the whole as a dividend receivable. 

Mines, Quarries, etc. -It is not the usual practice in this country to 
provide for the wastage of this kind of property consequent ui)on the 
gradual exhaustion of the mineral or other contents; and mining and 
similar companies are under no legal obligeition to keep their capital 
intact. “If a company is formed to acquire or work property of a 
wasting nature, a mine, quarr}^ or a patent, the capital expended 
in acquiring the property may be regarded as sunk and gone “ (Lindley, 
L.J., in Lee v. Neuchatcl Asphalte Co., Ltd., [1889]). No deductions 
for waste in respect of such property are allowed for income-tax 
purposes. If it is desired to make provision for waste, the yearly 
amount to be set aside should be based upon ; {a) the price paid for the 
mine and its estimated total contents; (h) the quantity of the product 
extracted during the current period; and (c) the estimated residual 
value of the land. The estimated cost value of the tonnage raised 
during the year gives the amount of the provision to be made. 
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Stock-in-Trade.--It has already been stated that the basis of 
\ aluation must be consistent period with period. There is a classic 
accounting rule that stock should be valued at cost or at market price, 
whichever is the lower. But this axiom needs qualification. If the 
fall in market value is temporary only, there is no need to reduce the 
book value of stock held by a going concern. In many cases cost 
may legitimately include freight, duty, and carriage. Deterioration 
due to damage, change of fashion, and similar causes must be allow^ed 
for. In short, only permanent diminution in v;ilue need be recognised. 
But profits must not be anticipated by the over-valuation of stock. 
Goods out on approval, and stock in transit to agents, must be valued 
on the same basis as .stock in warehouse, and not be treated as sales. 

Large differences between opening and closing stocks, or those of 
previous trading periods, should be investigated. Such variations 
may be due to: («) inaccurate stocktaking; (/;) alteration in the basis 
of valuation; (c) overstocking; {d) changes in the prices of raw 

materials; {e) sales failing to keep pace with manufacture; (/) faulty 
i)ayiiig. Whatever the cause it should be traced. Allowing for 
fluctuations in turnover, there should be reasonably close correspon¬ 
dence between opening and closing stocks for different periods, and if 
tliere is not an explanation is called for. 

'fhe Balance Sheet should state by wdiom the stock has been valued, 
r.g. thus: Stock at December 31, 19..., £— —5. - d. (a.s valued by 

Departmental Managers), 

Work in Progress.—'fhe basis upon which tin's asset should be 
\'alued and the shortcomings of examination candidates when dealing 
with such items have been dealt with on p. 23. 

Sundry Debtors.—The balances of the Sales Ledgers should be 
extracted on .sej)arate sheets, the total of which is carried into the main 
'i'rial Balance. There will probably be some small credit balances 
arising from over-payment, unclaimed allowances, etc. These, strictly 
S|)eaking, should be added to the total balance of the Sundry Creditors. 
In some instances, provision is made for doubtful debts by assessing 
tach account where provision is necessary, but it is the more usual 
practice to reserve a fixed }>ercentage on the total debtors. A reason¬ 
ably constant ratio between sundry debtors and turnover should exist, 
allowing for the usual run of trade credit. Care must be taken that 
all trade discounts and returns have been dealt with; and trade and 
other loans should be stated in the Balance Sheet separately from 
ordinary trade debtors. Advances to and amounts due from subsidiary 
companies must be stated as a .separate total. 

The amount of any loans made during the period of tlie Profit and 
Loss Account, either by the company or by any other person under 
guarantee from or on a security provided by the company to any 
director or officer of the company, including any loans repaid during 
the period; also any such loans made previously and still outstanding, 
nuist be shown on the Balance Sheet, unless it is part of the ordinary 
husine.s.s of the comj)any to lend money, and the loan was in the 
ordinary course of business {c,g. a bank) or the loan was one not exceed- 
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ing £2,000 to any employee of the company, and is certified by the 
directors to have been made in accordance with the company’s practice 
with respect to loans to its employees. So far as concerns directors 
the above applies only to “ cxemi>t private companies '*; loans, etc., 
to directors of other comj)anies are now^ absolutely prohibited (S. 190). 
There must be stated separately on tlie Balance Sheet tlie outstanding 
amount of any loan made for the purchase by trustees of fully-paid 
shares in the company to be held by or for the benefit of employees, or 
made to employees other than directors with a \iew' to enabling them 
to purchase fully-paid shares in the company to be held by themselves 
by way of beneficial ow'iiersliip. 

In addition to provision for doubtful debts, a }>rovision should be 
created in connection with foreign debtors against pt)ssible losses due 
to fluctuations in exchange. It has already been stated that, in the 
majority of cases, no j^rovision for discount is deducted from the book 
debts. The loan creditor must, how^ever, remember that if forced 
realisation supervenes, the asset will be reduced by such discounts as 
are claimable. 

Development Expenditure.—Companies working iniius, collieries, 
plantations, and similar jnoperty are freciuently obliged to consume 
considerable time and capital in order to bring the property to the 
revenue-earning stag<‘. During the w^ork of development, practically 
all expenditure on development is capitalised, 'rhe sinking of shafts 
and driving of adits aiul lo.vels, pumping, tree-planting, and road- 
making afford examples of development expenditure. There can be 
no objection to treating such expenditure as an asset, provided that, 
when the venture reaches the revenue-earning stage, steeps are taken 
to w'rite off the expenditure within a definite period of time. The 
accountant wfill probal)Iy need expert assistance before be can accurately 
adjust such ex])enditure as belw^een capital and revenue. 

In a case where a ]niblic-utility company constructed wmrks by the 
aid of its own employees it w^as allowed to add to its ca])ital expenditure 
on actual constructional w’ork, the interest and dividends paid on loans 
and preference shares raised to pay for the construction [Bardiirll v. 
Sheffield Waterworks Co.). Interest during construction can also be 
paid under the conditions laid down in The Companies Act, 1948, 

s. 65. 

Deferred Revenue Expenditure. -^Expenditure such as Preliminary 
Expenses, Share and Debenture Issue Exj)enses, Debenture Discount, 
Removal Expenses, Repairs (if abnormally heavy), and the like must 
be carefully reviewed, and, as ex]dained before, may be " held up as 
an asset legitimately, if WTitten off over a reasonable^ period. It is 
assumed in such cases that benefits will accrue in succeeding years 
from the expenditure, and so these years should bear their proportion 
of the burden. It has already been explained that suspense expendi¬ 
ture such as Insurance, Rent, Rates, and Advertising paid in advance 
may be apportioned over the period they cover. All assets of this 
kind are, of course, worthless from the creditor's or banker’s point of 
view. Certain of the items must be shown separately (see p. 83.) 
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Liabilities. 

Liabilities Generally.—As we have seen, the values placed upon 
assets are necessarily to some extent based upon personal opinion. 
But liabilities, except contingent liabilities, are capable of exact state¬ 
ment. 

The various liabilities must be set out and classified under appro¬ 
priate headings. It is important to distinguish long-term liabilities 
(c.g. debentures or fixed loans) and short-term or current liabilities, and 
it must not be forgotten that if any liabilities arc secured (otherwise 
than by operation of law) the fact must be stated. Under the heading 
“ current liabilities must be included: {a) all amounts immediately 
due for payment, whether in respect of goods (trade creditors) or 
expenses or services (c.g. rent or directors' fees) and (h) the due propor¬ 
tion of expenses accrued so far as they can be computed with “ substan¬ 
tial accuracy." Any amounts which cannot be so computed, i,e. 
which are rather of the nature of rough estimates, must be set out 
separately under the heading " provisions." Under the general head¬ 
ing of current liabilities will also be included, under appropriate sub¬ 
headings, the company’s current taxation liability and the dividend(s), 
if any, proj3os(xl to be paid. The total of any bank loans or overdrafts 
must also be stated separately. 

Capital.- It is usual to head the liabilities with a slatement of the 
capital, althougli, in theory, outside liabilities should first be dealt 
with, since the capital item is the balance or net worth of the proprietor 
of the business. I'he statement of capital in the Balance Sheet of a 
partnership has been dealt with in Chapter VI 1 . 

'I'he nominal, subscribed, and paid-up capital of a limited company 
must be clearly stated in order that the uncalled capital, if any, may 
be seen. If redeemable preference shares are outstanding, they must 
be stated separately with a note as to the date on or before which they 
are, or arc to be liable, to be redeemed. C alls paid in advance, unpaid 
calls, and any shares that have been forfeited, together with the 
amounts paid up on them, inu.st be separately stated. If any shares 
have been issued at a discount, .so much of the discount as has not been 
written off must be separately stated on the assets side of the Balance 
Sheet. 

If capital has been issued under S. 65 of the Act of 1948 the Accounts 
must disclose the share capital on which, and the rate at which, interest 
has been paid out of capital during the period (see p. 416). 

Debentures.—These must be stated separately. Any interest 
accrued on them will be included under the current liabilities, and will 
not as a rule be .shown separately. If the debentures have been issued 
at a discount, the discount, less any amount written off, will appear on 
the Assets side of the Balance Sheet. Debentures issued as collateral 
security for a bank loan are frequently incorrectly treated by examinees. 
The only entry necessary in this connection is as follows:— 

Loan from Bankers (secured by the issue of £24,000 

5% Mortgage Debentures) .... £20,000 o o 
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The debentures are not extended in the outer coluinn as a liabiJitj?; 
they are a contingent liability, and can bo eiiforcetl only il the inteiest 
on the loan is in arrear. When the debt is rt‘j>aid, th(^ debentures are 


released. 

The iisiiaJ method of stating capital and delx'iinires ni 
Balance Sheet is as follows: — 

Capital : - i j 

Xominal — 

joo,o<H) Proiorciicc Shares of /.i ■ 

each ! - . ■ - . 100,0*^''^' ; 

150,000 Ordinary Shares of /.i eacli . 1 5i>.(h>o o o 


Issued — 

100,000 5% Preference Sliares c)f < r 
each, fully paid .... 

100,000 (.Ordinary Shares of 
il each, lo.x'. jier .'jhan* 
called up . . /j5o,t»oo 

Less ('alls in arrear . 50(» 


£J5o,oot) o 


IOt).OtH.) {> l> 


a coinpany 

/■ ' .S’. ! «■/. 


Add Calls ])aid in 
advance . 


40,500 

500 


Dehentiire.s :— 

5C>o 5^0 Delieiitures of Moo each 
Share Premium Account 


^l.J.OOO III) 

150,000 o o 

5o,t)ot) o. o 
j,5uo O' o 


Where a compiuiy has })uwer to reissue debentures wliicb lia\'e 
been redeemed, particulars with respect to the debentures whicli can 
be so re-issued must be included in the Balaiu'e Sheet, t\g .;— 

£ £ 

1,000 6% Debentures of ,{,50 each ...... 50,000 

Less ; 200 Debentures which have been iedconed and are avail¬ 
able for reissue ........ 10,000 

/40,ooo 


Capital Redemption Reserve Fund. If Kedeeniabh^ Bieferiaice 
Shares have been redeemed out of profit.s, an amount equal to the 
profits so used must be set aside to a Cnpital Kedcmjition Reserve 
Fund which must appear separately on tlie Balance Sheet. 

Sundry Creditors.—Trade creilitors may eilluT be set out separately 
or combined with accrued liabilities for normal e.xj^en.ses, as desired. 
They must not, however, be combined with loans or bank overdrafts. 
It is permissible, if dc^sired, to includes bills ])ayable with the trade and 
other creditors, but if this is done care must be taken that a suitable 
heading is used, e.g. (under the main heading Current Lialiilities 
“ Sundry Creditors and Ifills Payable." h'or e.xamination purposes 
students are recommended always to separate trade creditors, e.xpenses 
accrued, and bills jiayalile, but they must all lie shown as subdivisions 
of " Current Liabilities." If any securities or cliarges are held by 
creditors, the fact must be noted. Amounts due to subsidiary com¬ 
panies must be shown as a separate total. 
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Contingent Liabilities.—These undetemiiiied liabilities should be 
indicated in the Balance Sheet in the form of notes. If any amounts 
arc set aside towards meeting such liabilities they must be shown under 
the heading of Provisions," giving sufficient indication of the nature 
of the liabilities in question. 

Maintenance Fund.—A reserve under this hfjading appears some¬ 
times on the liabilities side of a Balance Sheet. I'he rnetliod of creating 
and operating funds of this nature has been explained on p. 62. 

Reserves. - riiese have already been dealt with. They should be 
slated separately, and the reason for their creation be indicated, if 
they have been made for a specific purpose, c.g. to provide for a known 
contingency; or for the ec|ualisation of dividends, etc. 

Preparation of Accounts in Examination Work. 

Book-kce])iiig examination papiTs almost inv^ariably contain a long 
" working question," which recjuires the ])reparation of a Trading 
(Manufacturing) Account, a Prolit and Loss Account, and a Balance 
Sheet. fhe answering of this question takes up a large proportion 
of the time allotted for working the pa])er as a whole, and naturally 
carries a high percentage of the total marks attainable. Indeed, in the 
majority of examinations, a " pass " cannot be secured unless this 
cpiestion is well answ^cred. In the author's experience, many candi¬ 
dates come to grief over this (piestion, either (u) because they fail to 
devote sulficient time to it, or (b) because they attack it without 
method, and therefore without safeguards against error. 

As a general rule, a question of this kind b(‘gins with a preamble 
detailing particulars regarding such matters as the issue of capital and 
debentures, forfeited shares, unpaid calls, and the like. Then follows 
a schedule of l)alances, and, at the end, a list of adjustments, or 
" instructions," to be taken into consideration wiien preparing the 
accounts. 

If the paper is a long one, or the candidatt^ is a slow w’orker, this 
may b(* the most jnactical w^ay to proceed, fhe ideal method, how^- 
ever, if time ])ermits, is to draw up a trial balance, if only a rough 
abbreviated one, and then draft journal entries for the adjustments. 
The trial balance wall avoid the risk of mistaking debit balances for 
credits or vice versa, and the journal entries should ensure that both 
debit and credit aspects of <-'ach transaction are dealt w'ith. 

A convenient short cut, equivalent in effect to the preparation of a 
fnll trial balance is: (a) to ascertain the total of all the balances, wffiich 
can normally be done on the question ]>aper itself, and (^) to list on a 
separate pa^cv. of paper the credit items, w'hich are usually less in 
iiiiinber than the debits. The total of this list should be exactly half 
the grand total, and it wall be seen that the ascertainment that this is 
actually the case' is e([ui\’alent to the construction of a full trial balance. 

By waiy of illustration, consider the following typical examination 
(piestion:— 

Kinclges, Ltd., was registered with a nominal capital of 300,000 shares of £1 
each. 200,000 shares were issued at a premium of 2s. Od. per share, and were 
fully subscribed, and 12s. bd, per share, including the premium, was duly paid up. 
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with the exception of a call of 2s. Oil. per share on 4,000 sliarcs which remained 

addition to the above, the following balances were extracted from the 

books as on March 31, ig ,..:— ^ ^ m r.- 

Plant and Machinery, £32,000: Manufacturing \^agcs, 136,042 ; Machinery 
Repairs, £1,286; Freehold Factory, £62,380; Repairs to Factory Ijuildings, 
£794; Rates (Factory, £942: Office, £120), ;^i,o62; Fire Jnsuraiices (ractory, 
£920; Office, £64), £984 ; Fmployers’ Liability Insurance, /i,262 ; Directors 
Fees, ;£i,ooo,* Discount Account (Credit Balance). £214; Office Furniture, ;^900; 
Transfer Fees, £02; Apprentices’ Premiums, j^boo; Carriage (Inwards, £842; 
Outwards, £1,342), £2,184; Preliminary Expenses (Balance), £"80; Office 
Expenses, ;£i,32i ; Office Salaries, £5,228; Cash in hand, £1,258; Power and 
Light (Factory), £093; Gas and Electricity (Office). £^2 ; Cash at Bank. 12,041 ; 
Profit and Loss Account (Credit Balance from last year), £0.484: Goodwill, 
£25,000; Stock at beginning of 3'ear (Raw Materials, £6,280; Work in Progress, 
£1,250: Finished Goods, £4,861). £12,391 ; Interim Dividend paid July 1, 19..., 
£5,000; Loose Tools (at beginning of year), £2,900 ; Purchases (Net), £31),462; 
Sales (Net), £123,872; Sundry Debtors^ £30,842; Sundry Creditors, £29,112. 

You are required to prepare Manufacturing and Profit and Loss Accounts for 
the year ended March 31, 19..., and a Balance Sheet as on that date (not in 

STATUTORY FORM). 

WHien preparing these accounts, the following matters must be taken into 
consideration; (a) Stock was valued, as on March 31, as follows—Raw Materials, 
£4,401; F^inished Goods, £3,721; Work in Progress, £2,528. {b) l.oose Tools 

were valued at £2,200. {c) The five apprentices, from whom £600 in fees had 

been received, had served only one of the three years of their indentures, {d) 10 
depreciation is to be written off Machinery and Plant, and 3% off Office Furniturt*. 
(e) The balance of the Preliminary Expenses Account is to be written off. 
(/) Provide £500 for discount on Sundry Debtors’ Accounts, and £1.000 for Bad 
and Doubtful Debts, (g) The following had accrued due, as on March 31 : 
Wages, £360; Salaries, £220; Directors* Fees, £250. 


As is usual with this type of question, the 7)reamble contains 
details of transactions that form a necessary^ part of the Trial Balance. 
The first step, therefore, is to start the schedule of balances with these 
particulars as follow^s:— 


Share Capital : 200,000 shares of £1 each, los. called uj> 
Premium on above, 2s. 6d. t)er .sliare. .... 
Calls in arrear, 2s. 6d. per share on 4,000 shares. 

The next step is to add the schedule of l>alances that appear 
in the question. The total of these amounts to 


One-half of this total must, of course, represent the totals 
both of the debit and the credit balances 

The analysis of the balances as between debits and credits is 
the next step; and this is quickly effected by first select¬ 
ing the credit balances, since these are always few*^ in 
number and readily recognisable. They are as follows ;— 
Share Capital ......... 

Premiums Account ........ 

l^iscount (Credit Balance) ...... 

Transfer Fees ......... 

Apprentices' Premiums ....... 

Profit and Loss Account (Credit Balance from last year) 

Sales.. . 

Sundry Creditors ........ 


£ 


‘ d. 

lOu.OOO 

0 

0 

25 ,OC)f> 

0 

i 0 

500 

0 

t.) 

■ .MS.lS'S 

0 

i 


. 0 

i 0 


0 

0 

!; 100,000 

1 « 

0 

,i 25,000 

I 0 

0 

i ’ 214 j 

i 

1 

! 62 1 

C) 

0 

Goo! 

0 

1 « 

li ^,484 1 

0 

0 

;! 123,872 

0 

0 

j! 29,112 j 

0 

0 

£285.344 i 

0 

0 
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The remaining balances must perforce be debits. By this process, 
therefore, we obtain an accurate Trial Balance. 

The remaining loopholes for error reside in the adjustments or 
instmetions. The wise examinee should, if time allows, draft journal 
entries setting forth these adjustments, somew'hat as follows:— 


JOURNAL. 

Dr. Cr. 



i 

1 

;! c 

s. 

d. i 

0 1' 

£ 

s. 


StfK'k Aa'Oimt (H/*S) .... 

- Dr. i 

10,650 

0 




To Manufacturing Account 
(I'iual Stock.) 

. : 



10,650 


0 

\\ 

Dcprcciatiini (I’rolit and I.-oss Account) , 

To Machinery and riant Account ( 13 /S) 

. Dr. : 

;! 4,005 

0 

ol! 

3,200 

0 

0 

,, ( 3 tihce J-urniture (T./S) 

. 

!; 


ii 

45 

0 

0 

„ Lofise 'n>ols 




.1 

760 

0 

0 

(Depreciation written olf.) 


■! 


,1 

1 



Apprentices' Fees (Manufacturing Actrount) 
To Sundry Creditors (H/S) , 

. Dr. 1 

,1 400 

0 

! 

0 , 

400 

0 

0 

(Fees carried forward.) 

! 


i 



i 


l*roftt an<l ]..f>ss Account 

. Dr. 

780 

0 

0 



1 

To ITeliminary Expenses ( 13 /S) . 

(Ualarice written off.) 

! 

! 


1 

r 

780 

0 

0 

Provisions (Profit a»»d Account) 

To Sundry Debtors (H/^) . 

iDiscoiiiits and Had Debts.) 

. Dr. j 

1,500 

0 i 

0 ; 

1,500 

I 

0 

Sundries : 

Dr. ! 







Manufacturing VVagi*s (Manufacturing Account) . . 

360 i 

0 : 

0 . 




.Salaries (Profit and Loss Aciount) 

Directors’ I’ees (Profit and Loss Account) 

, ! 

' 2:£0 : 

0 

0 ;■ 





=50 : 

0 ' 

0 

830 



To Sundry Creditors (H/S) 



1 

’j 

0 

0 


j (Amounts outstanding.) ; i ! 


As an alternative to setting out journal entries, since this may 
involve time that can ill be spared, some candidates like to mark the 
adjusting ligures against the relevant items in the question paper. The 
figures to be added are marked with a - sign, and figures to be deducted 
with a — sign. Finally, all figures, botli the printed ones and the 
candidate's adjustments, are ticked " against the answer to ensure 
that ever^^thing has been dealt with: if all items are correct there 
should be no figures “ unticked 

If the question contains information which cannot be noted in the 
form of a journal entry, c.g. the existence of a contingent liability in 
respect of uncalled capital, investments held, bills discounted, etc., the 
examinee should make sure of dealing with the point or points by 
marking his question paper in the margin as follows: “ Note Contingent 
Liability(ies) in Balance Sheet” 

A further tip " which many candidates find useful is to mark each 
item in the list of balances " T ", " P ", or " B " according to whether 
they should appear in the answer (with or without modification) in the 
Trading Account, Profit and Loss Account or Balance Sheet. 

The Trial Balance and the journalised adjustments having been 
drafted as above, a sure foundation is laid for the preparation of the 
accounts required by the question, and, in the absence of gross careless¬ 
ness, these precautions will ensure accounts that " balance." Failure 
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Messrs. Rindges, Ltd. 

(NOX-STATUTORY) PROFIT AXD LOSS .ACCOUNT FOR THE YEAR ENDED MARCH 
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to achieve this much-desired result appears to throw the inexperienced 
student into a state of panic, which lack of system in searching for the 
error does nothing to relieve. 

As a first step, the items in the Trial Balance and the journal adjust¬ 
ments should be checked into the accounts. If this fails to locate the 
error, other tests can be applied. If the difference is a round sum, 
e,g. £io or £ioo, it probably points to an error in arithmetic, e,g. in 
the additions of totals, or in the deductions of depreciations, reserves, 
etc.; or it may result from a can^lcssly placed figure, e,g. the figure i, 
that has been reckoned in the wrong column, thus making a difference 
of Q, 90, 900 as the case may be. If the error is an uneven amount, it 
probably results from an omission, or from entering an amount twice 
ov^er, in which case an item in the Trial Balance of the exact amount 
of the error should be sought. Another frequent error occurring in the 
hurry of examination work is the placing of an entry on the wrong 
side of the account, and then search for an amount half that of the 
difference '' should reveal the error. 

Other common errors include (i) omitting to bring down the gross 
profit into the Profit and Loss Account; {2) entering the opening, 
instead of the closing, stock figure in the Balance Sheet; (3) calculating 
Reserve for Discount on Sundry Debtors before deducting the Bad 
Debt Reserve, whereas discount should be reserved only on the good 
debts; {4) where depreciation appears in the Trial Balance, it has 
already been deducted from the asset, if, therefore, it is desired to 
show the deduction in the Balance Sheet, the balance of the asset 
account, as given in the Trial Balance, must first be increased by the 
amount of the depreciation written off; (5) Some examinees app)ear 
to be so accustomed to exercises which result in Ji profit, that when 
they encounter an examination question resulting in a loss, they 
mechanically enter the debit balance of the Profit and Loss Account 
on the liabilities side of the Balance Sheet! Many failures result from 
this careless error. 

d'he Accounts in their final form will appear as on pages 108, 109, 
and no. 


EXAMINATION QUESTIONS. 

1. Sl«'ite points of difference between a Trial Balance and a Balance Sheet. 
(Chartered Secretaries.) 

2. Is there any difference between a Balance Sheet and a Statement of 
Affairs ? Submit a pro-forma example of the latter. (Royal Society Arts.) 

3. Express fully your opinion upon the methods of grouping items under 
general headings in a Balance Sheet, and state what distinction you would make 
between realisable Assets and Debit Balances of a suspense nature. Give 
examples. (Chartered Accountants.) 

4. State the principle upon which you would marshal the Assets and Liabilities 
in the Balance Sheet of a limited company, giving reasons for the basis you adopt. 
(Royal Society Arts.) 

5. Submit the credit side of a pro-forma Balance Sheet of a limited company. 
Divide the assets you select into ** fixed *' and “ floating,*' and describe the 
difference, if any, in the obligation to provide for depreciation, or waste, in 
connection with the two classes of assets. (Royal Society Arts.) 

6 . What do you understand by the phrase '* the working capital of a company " ? 
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Set out witli imaginary figures how it could be shown in accounts published for 
the information of shareholders. [Incorporated Accotnitants,) 

7. Give the full and proper manner of stating and marshalling the following 
assets in the Balance Sheet of a limited company: Goodwill; Investments; 
Stock ; Leasehold Premises; I^ittings, Fixtures, and Furniture; Sundry Debtors; 
The B/L or D/O for part of the stock held by the Bank by way of security. 

There is an uncalled liability on investments. (Incorporated Accountants.) 

8. What evidence would you call for to establish the existence of the following 
assets included in a firm's Balance Sheet: (n) Land and Buildings; (b) Invest¬ 
ments (including Registered War Loan); (r) Plant and Machinery; (d) Work in 
Progress. 

What steps Avoiild >'ou take to verify the values put on these assets ? 

Q. You have been instructed by a client to report upon the Balance Sheet of 
X. Y., a customer, to whom he has been asked to give extended credit. 

Describe the detailed enquiries you would make, before submitting your 
report, regarding the following items which appear as asstds in the Balance 
Sheet: Freehold and Leasehold Works. ; Patents and Trade Marks, 

/to, 000; Machinery and Plant, /t 5,968Lease and Stock (Foreign Branch), 
/3,472 ; Loose Tools, /t, 576; Kxtraordinary Fxpenditure {Advertising carried 
forward), /5,ooo. {Chartered Accountants.) 

10. Define : “ Contingent Liability,” ” Collateral Security,” and state how you 
w^ould treat them in the Final Accounts of a firm. (Incorpoiatvd Accountants.) 

11. ” Sundry Creditors, inclinling credit balances.” is an item sometimes seen 
in accounts. What in your view are the dangers of such an item, and in what 
respect could it be used for wrong purposes? {Incorporated Accountants.) 

12. When preparing a Balance Sheet, upon what principle should outstanding 
consignments be valued? {Chartered Accountants.) 

13. How would you deal with the following items when closing the books and 

preparing the accounts of a limited company: (a) 150 Ordinary Sliares of £i 
each upon which 5s. per share has been paid, the shares being subsequently 
forfeited by the Directors, [h) £5,000 Arcadian Government Stock, represent¬ 
ing the investment of part of the Reserve h'und, purcliasiHl at loi and now 
quoted at 95. (c) The Slock and Fixtures at tlic comT)an>'s Exeter leasehold 

warehouse were valued, as at the close of tlio company’s liiiaiu.ial year, at /3,'246 
^*id £500 respectively. A few days later the warehouse was burnt out, and the 
Fire Insurance Company setthd the claim in respect of liotb items for a Jump 
sum of £4,000. {Royal Society Arts.) 

14. Set out below is an extract from the first lialance Sheet of Rubber 
Plantations, Ltd.:— 


BAT ANCL SUFFT. 


(Credit Side.) 


Property Account— 

Purchase Price as per .Agreement with Vendor 
Expenditure on development during the year 
Less Rubber sohl . . ... 

£2^.862 

(jSi 

i 

100,000 

London Office Expenses .... 
Less 'J'ransfer Fees ..... 

i, 4«4 

I 21 

24,881 


-... 


Plantation Loans Outstanding 

Cash at Bank ...... 

Bills Receivable ...... 

l^reliminary Expenses ..... 


126,244 

1.281 

.5.872 

T ,200 

L 524 



/I36.I2I 
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If you do not approve of the treatment of the figures set out in the above 
extract, criticise and amend it. (Royal Society Arts.) 

15, The firm of A, B, & Co. lias branches in London and Paris. 

For 1951, A lakes the whole of the London profit, and B manages the Paris 
branch for a salary of £1,^00. 

The expenditure in Paris commenced on January i, 1951, and until December 
31 r 195L was all for Buildings, etc., and Advertising. Some goods were, how¬ 
ever, forwarded from London in December 1951 for sale in 1952. The goods were 
invoiced by London to Paris at market price, but charged to Paris in tlic London 
books at cost; J'aris paid 4,000 francs duly thereon. 

The balances on Decemlnir 31, 1951, were as follows:— 




London 





Rooks. 

J^aris Rooks. 



£ 


Fes. 

Creditors ..... 


7,700 


80,700 

Debtors ..... 


15,000 


— 

Buildings, etc. .... 


7 0,000 


250,000 

Cash in h«ind and Balances at Bankers 


4,000 


76,000 

Duty ...... 


— 


4,000 

Capital at January t, 1931 

• (A) 

20,000 

(B) 

100,000 

Addition to Capital on August 31, 1951 


— 

(B) 

210,000 

Drawings ..... 

; (A) 

2,000 

(B) 

70,000 

London ..... 


— 

(Cr.) 

160,000 

Paris ...... 

• (Dr.) 

J , 700 


— 

Stock ...... 


2,000 


80,000 

Profit. 


7,000 


— 

Advertising ..... 


•••“ 


70,000 


Interest is to be taken at 5^0 Partners’ ( apital and additions thereto, but 
not on drawings. 

Rates of Kxchangt' can be taken as follows 


Average for 1931 • • . • • • • .70 

Throughout December J<^3i . . . . .80 

Remittances from l.ondon to Paris . .80 

B. paid in his Cajutal, 100,000 francs at 50 and 210,000 at . 70 

luxed Assets w'ere purchased at . . . . . -50 


I’reparc; the firm’s l^alance Sheet as on December 31, 1951. 

16. The Company to which you are a Secretary has an Investment in A, B, & 
Co. 10% Debentures. From the following particulars prepare the Investment 
Account in the General Ledger ;— 

19... January i. Purchased £^,000 Debentures at 98, brokerage and stamps 

/b2, lO.S, 

March 31, Sold £2,^00 Debentures at loi, brokerage /6 5s. 

Interest is payable half-yearly on June 30 and December 31 and received on 
due dates. Income Tax at 4.';. standard rate. Balance the Account at 
December 31. (Interest to be calculated by quarters, not days.) 

17. A limited company obtained a loan of 15,000 from its bankers, and 
deposited 200 of the company's 0% Debentures of /100 each as security. 

The company had previously made a public issue of 300 6% Debentures at 
98, all of which had been subscribed and paid up. 

How should these issues be stated in the company's Balance Sheet ? (Chartered 
Institute Secretaries.) 

18. United Investors, Ltd., derives its income primarily from dividends from 
holdings of stocks and shares of a considerable number of different companies. 
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Suggest a ruling for the Investment Ledger which will enable the accountant 
to trace easily the various dividends, etc., received over a period of years from 
any given holding. Assuming that the Company balances its books yearly on 
December 31, set out a pro-forma account showing tlie history of an investment 
made in May J945, which paid dividends regularly in November and, in November 
1047, made in addition a bonus distribution of shares, the holding being finally 
realised at a profit in February' 1950. 

How do you consider the profit on sale should be dealt with ? (London 
Chamber Commerce.) 

ig. How would you deal w’ith the following items when closing the accounts 
of a limited company for the year ended December 31, 19... ? 

(i) Issue on July i, 100 Debentures at 97, repayable in ten years fn)m date of 
issue at par. (2) Brokerage and Expenses incurred in c(m meet ion with the issue 
of the above Debentures, £250. (3) ^^i.ooo Keserved for Income Tax. 

20. When preparing the Balance Sheets of the limited companies concerned 
hereunder, how should you arrive at the correct values to place upon the under¬ 
mentioned items;— 

(a) Loans on Policies (advanced by an Assurance Company to its policy 
holders), (b) Rents on the companies* properties outstanding at the close of the 
financial year, (r) Preliminary Expenses, including a considerable amount due 
for underwriting a new issue of Capital. (Royal Society Arts.) 

21. In 1952 Soleil d’Or, Ltd., purchased 300 Riiritania 6% Bonds repayable 
in i960 at par. The Bonds were purchased at £108, and the expenses amounted 
to £96 4.S, 

Describe any entries you may consider necessary for dealing with the above 
investment in the books of the Company. 

22. In a Balance Sheet, Investments sometimes appear valued at their current 
market price; in other cases they are stated at cost price. Which, in your 
opinion, is the more correct method ? Give reasons for ycnir reply, and states 
what course should be followed where the ruling market prices are greatly below 
the cost price. [1 ncorporated Accountants.) 

23. Di.scuss briefly the case of The Ammonia Soda Company, Ltd., v. Chamber- 
lain, and state your opinion of the decision from an auditor's point of view. 
(Chartered Accountants.) 

24. “ The value of the goodwill of a business naturally fluctuates in sympathy 
with the commercial success of the undertaking.*' 

Comment on this statement, and give your opinion as to whether such 
fluctuations should be recorded in the books and accounts of the concern. (Royal 
Society Arts.) 

25. The Nominal Capital of Crawfords, Ltd., consisted of 250,000 shares of 
£i each, of which 200,000 had been issued and fully paid up. 

In order to bring the book value of their assets more in accord with present 
day values, the Company decided : (a) To add £20,000 to the TMant and Machinery 
Account, (b) To add £15,000 to the Freehold Factory Account, (r) To add 
£15,000 to the Goodwill and Trade Marks Account, (c/) To issue llie balance of 
the Ordinary Share Capital, amounting to £50,000, as a bonus of one fullv paid 
share of £i for eacli four shares held. 

Submit the entries necessary to record the abo\’e transactions in the Company *s 
books. (Royal Society Arts.) 

26. It has been stated that " the decisions in the Lee v. Ncnchatel Asphalte 
Co. series of cases relieve limited companies from the obligation to provide for 
depreciation on fixed assets." 

What is your ojunion of the statement from the point of view of: (a) The 
legal decisions referred to? (b) Commercial policy? (Chartered Accountants.) 

27. Criticise the following Balance Sheet and re-draft it in the form you would 
be prepared to certify it. Taking assumed figures for the purpose of splitting 
any item, state concisely the information and explanations you would require as 
Auditor, and draft your Report to the Shareholders. 



THE BALANCE SHEET 


1x5 


Liabilities. 

Capital Issued:— ^ s. d. £ s. d, 

6,027 6% Cumulative Preference Shares of/i 

each ....... 6,027 o o 

3,100 Ordinary vShares .... 3,100 o o 

£(),i2y o o 

Deduct :— £ d. 

Uncalled Capital . . . 162 10 o 

Calls Unpaid .... 207 10 o 

—. —— 370 o o 

- 8,737 o o 

Sundry Creditors on (.)peTi Accounts, Bills Payable, and Provision 

for Sundry Expeii.scs ........ 2,383 4 i 

Suspense Accounts ........ 239 11 5 

Payments made by Customers for Work in Progress . T13 i o 

Provision for Depreciation . . . . . , . 138 16 o 

Profit and Lo.ss Account .... i,!>6o 7 3 

Less : Income Tax . , . /J13 o 6 

Law Costs . . . Oo 6 o 

73 6 ^ 

-- 1,883 9 


£13.53^ 13 3 


Assets. 


Machinerv» Fixed and Loose Plant, Fittings, and Office loirniture 

1 

7,007 

5 . 

16 

d. 

2 

Sundry Debtors, including Loans to Diro’ctors . 


2,056 

3 

6 

Loans .......... 


4.3 

0 

0 

Stock, including Work in ITogress .... 


2,018 

14 

4 

Insurances and Salaries paid in advance .... 


248 

7 

4 

Purchase Account ....... 


966 

14 

8 

Forfeited Shares ........ 


50 

0 

0 

Shares held in Tru.st ....... 


TOO 

0 

0 

Ca,sh at Bankers and in liand ..... 


1.047 

57 

3 



i;i 3.538 

13 

3 


28. The unilf;rmcnliont*d assets are the property of tlic Reliance Boot Manu¬ 
facturing Co., lAd, How should they be valued for Balance Sheet purposes? 
{a) Twenty debentures of /too each in the Southern Railway of America, re¬ 
presenting^ the investment of the Reserve Fund. The debentures were purchased 
at par, but tlie market price has since fluctuated between 94 and 108, the former 
quotation being the mean market price as on December 31, 19..., the date upon 
which the Balancci Sheet of the Reliance Boot Manufacturing Co., Ltd., is prepared. 

(b) Patents, /2,ooo. This amount rc'prescnts the (Original cost of the patent rights 
in a welting machine. The grant of letters patent is dated January i, 11)46. 

(c) Goodwill, £^,000. This asset was purchased in 1945, at the price named, upon 
the formation of the limited company. The trading profits have steadily declined 
from /4,20o to /2,T24 in four years. 

29. The business of Bruce Bros. & Co. w^as registered as a limited company 
with a nominal capital of £400,000 divided into 4,000 shares of £100 each. 300 
of these shares were issued as fully paid in part payment of the purchase price of 
the business. 3,200 of the remaining shares were allotted to the public, and fully 
called up. 23 4J% Debentures of £1,000 each were also issued and taken up. 

On December 31 the following accounts remained open in the Company’s 
books: Sliarc Capital Account, £320,000 ; Fully Paid Shares .Account, £30,000 ; 
Land and Buildings, ;^282,ooo; Sundry Creditors. 18,485; Investments, 
£8,430 ; Cash, /6,2oo; Preliminary Expenses Account (Balance), 1,250; Good- 
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will Account, ;^i.5,ooo; Calls in Arrcar, £ 5^5 • Debenture Account, j^2^ooo, 
Stock Account (December 31|. £<),ooo ; Plant Account, £7^,580 ; Sundry Debtors, 
£28,000 ; Keserve P'und, £8,000 ; lYolit and Loss Account (undistributed balance}, 
£j,52o. IVepare a J 3 alance Sheet as on December 31. {London Chamber 
Commerce.) 

30. Roses, Ltd., was registered in 19... with a nominal capital of /loo.ooo, 
divided into 50,000 Ordinary Shares of £1 each, and 50,000 h% Preference Shares 
of £i each. 'I'he Company was formed to acquire an old-established bu.siness. 
The purchase price was agreed at £50,000, payable as to £15,000 in Ordinary 
Shares, £15,000 in Preference Shares (both fully paid), and £20,000 in cash. The 
balance of both classes of shares was offered to the public and fully subscribed, 
and the amounts due, 5s. per share on Application, and 5>:. on .Allotment, were 
paid. The assets and liabilities taken over (at agr(*ecl \alues) from the old 
company were as follows: Freehold Works, £15,000; Plant and Machinery. 
£o,ooo; Stock. £4,000; Sundry Debtors. £12,000; Patents, £4,000; Sundry 
Creditors, £1,000. (»ive the Journal entries necessary to record the above trans¬ 
actions in tile books of the Company, open its Ledger and slnnv its initial Balance 
Sheet. {Royal Society Arts.) 

31. The following Balance Sheet was issue bv the Fklorado Plantations, 
Ltd. 


BALANCE SHEET, 

DECEMBER 31, rq... 


Dr. 


Cr. 

Issued Share Capital 

lv)0,000 

Leasehold L.iiid, Huildiiiirs, and Mai hin- 

L 

Less Calls in arrear . 

8,000 

-182,000 

vrv at cost ..... 
Raihv.iy, Wharf, Motor Bc*ats, 

200,000 

Dank Loan 


Live SUK^k, etc., at cost 


SuTulry Creditors 

8 ,f >47 

Less Depreciation . 500 


Bills I'ayablc 

32, HH) 

— 

11,500 

Profit rind Loss .'\rmtjnt - 


Expenditure on in •• Crop to d.ite. 

48,400 

Profit lor the year 


Expenditure on lu - Crop to date. 

(>85 

Less Interiin Dividend paid 

<),lOO 

Advances to Coolies and Sundry Debtors 

<>,850 

- 20 

Exchange Suspense Aerount 

3 h 3 

Depreciation Fund 

. , 5,000 

, Crish on Plantation .... 

Cash at Bankers in London , 

0 c 

.-“m“ I 

1 


£ 27 o, 7 f >7 


/■ 2 70,767 


You are asked to criticise this Balance Sheet from the point of view of a 
prospective shareholder. If you desire any further information before giving 
your opinion, submit the letter which you would address to the secretary of the 
company. {Chartered Institute Secretaries,) 

32. The directors of a limited company issued the understated account to 
their shareholders. Do you approve of this document ? If not, what amend¬ 
ments do you suggest ? 


BALANCE SHEET, 

DECEMBER 31. 


Dr. 


Ck. 


£ \ 


L 

To Share ('apital 

500,000 : 

By Land, Buildings. IMant, 


,, Reserve ITind 

100,000 ' 

Stock, Eurniture, and 


,, Sinking Fund for T.ea.ses 

10,000 

(Goodwill . 

T ,007,000 

,, Mortgages and other out 


,, Debtors, ( ash. Invest¬ 


standing Liabilities 

533.000 ! 

ments, and Sundry 


,, Balance carried down 

28,000 ; 

I)ebtor Balances 

166,000 


;^I, I 73.000 1 

I. I 73,000 


£ 


£ 

To Interim Dividend paid . 

25,000 

By Balance brought down . 

28,000 

„ Balance carried fonvard , 

3.000 



£28,000 i 


£28.000 


(London Chamber Commerce.) 
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33. At a recent examination, the anderstated Balance Sheet was sent in by a 
ca ndidate. Have you any criticism to offer upon it ? 

BALANCE SHEET. DECEMBER 31. 

Messrs. A & B 


Dr. 

Assets. 


i 

LlAOlLlTlES. 


Cr. 

/; 

Plant Account 

Debtors 

Liss Provision (31/12/19...) 

410 

4,000 

A.’s Ca]>ital 

Add Interest . 

jC 3 ,t>oo 

150 

3, >50 

— 

7.790 

B.’s Capital 

£2^000 . 

.A.’s Drawings 


300 

Add JnUrest . 

loo 


IJ.’s Drawings 


2<K> i 

i 

.. 

2,100 

Kepairs . . . . 


120 

1 Creditors . . . - 


9,800 

Stock (.]an. i) . 

/,3,200 

1 

* .A.’s Profits 


1,800 

1,800 

200 

SUK:k (Dec. 31) . 

4,000 

7,200 

B.’s Profits 

iJepreciatioii <»n l^Iant . 


C ash . . . . . 


420 

Provision for Debtors (Jan. 1) 
Balance .... 


350 

830 


^20,030 i jC 20.030 

j- i 


34. Criticise tlie Balance Sheet set out hereunder. If you do not approve of 
it, amend it. 


Blanks, Ltd. 


BALANCE SIII:ET FOR YEAR ENDING DECEMBER 31, 19... 


Dr. 

< )rdinary Share C^ipital 

Less Forfeited Shares 

4 (K> 

£ 

85,f>oo 

SttK'.k on hand 

Dneompleted Contracts 

Cash ..... 


Cr. 

£ 

. 32,000 

. 168,992 
2,2x0 
. 56,000 

Prrfeienc.e Share Capital 


100,000 

CcMKlw'ill and Trade Marks 


Depreciation fund 

Debentures— i ,000 i >el)entures 

of MOO 


Plant and Machinery . 

Sundry Debtors . 


24,600 
. j.0.200 

eaeli, at 5'io, is.sued at no . 

Bank Ovenlraft ami Sundry Cieditors . 

90,000 
I 5 ,'‘<b 2 I 

Unpaid Calls 


. 1,500 


I'rolit for the y«*Jir /,i2.f<5o 

balance from last year . 2,250 


l.ess Preference ITividend and 
I>roj)fJsed (’)rdinary Dividend 


15.100 
»3.5f>o 


1,540 


£2«>5.502 


/.295.502 


(Chartered Accountants.) 


35. Report fully in what respect the following Balance Sheet is not in accor¬ 
dance with the ('oinpaiiies Act, or established practice. Illustrate by 

re*-drafting same in proper form. 

BALANCE SHEET Oh' E.A.y. CO., LTD., AS ON APRIL i, 19... 


Dr. 

£ 

8,412 


C». 

£ 

20,000 

0 St«x'k in-Tradf'. 

By Loan on Mortgage of Co.’s ProjXTtv. 

, liook Debts . 

l0,2OI 

„ Tratie Liabilities .... 

16,412 

, Buildings 

41,120 

„ Capital ; /, 120,000 in 

Shares of each, all 


, l^laiit and Machinery 

79,480 


, Profit and Loss Account . 

JtH.978 

issued, 10.S. jiaid up . £60,000 


Less Shares cancelled 

.t,CKK) 

- 4,978 

Less 8,000 Shares can¬ 
celled, los. paid . . 4,000 


, C ost of Issue of Debentures 

O4I 


56,000 

, Bills receivable not yet due 

4,500 

iC* 55,332 1 

„ Reserve Fund .... 

„ Debentures issued .... 
„ Bills payable ..... 

*4.500 

40,000 

8,420 

£155,332 


I have examined the above Balance Sheet and find same correct. 

X.Y.Z.. Auditor, 












ii8 HIGHER BOOK-KEEPING AND ACCOUNTS 

36. The following items have been extracted from the debit sides of various 
Balance Sheets: Marine and Fire Insurance Reserve; Dilapidations Reserve; 
Rebate on Bills not due (Bank); h'orged Transfer Fund. 

Give your interpretation of these items, and brieliy state liow they have been 
created in the books of the v^arious companies. [Noyal Society Arts.) 

37. The following items appear on the assets side of the Balance Sheet of a 

limited company:— ^ 

(a) Discount and Expenses on I!>ebentures issued during tJie year 
(fi) Patents at Cost (granted sev'en years ago) .... 0,8^0 

(c) Leasehold F^roperty at Cost .... /10,000 

Additions during the year .... 2,000 

(Lt'asc expires 5 years hence.) 

If, in your opinion, any provision is necessar\’ in order to reduce the ])ook 
values of the above items, describe tlie principle uj)on which such provision should 
be based. {Royal Society Arts.) 

38. The books of Tanner, Blacker & Co., Ltd., leather manufacturers and 
merchants, show the following balances on DecernI xt 31 ; — 

Share Capital Authorised and Issued: 100,000 7'?,, Preference Shares of £i 
each, /too, 000; 2oo,ocjo Odinary Shares <jf <Nich, /2i>0,000. Freehold Land 
and Buildings, £210,000: Kent of Ixascludd Premises, £500; Stores and iNIaterial 
on hand, January 1, £30,000; Repairs of Buildings, £400; Kates, £2,780; 
Insurance Premiums, ;£33o; loeight Charges Outwards, £^00; Olhce Furniture, 
£250; Purchases, £>:»o,000 ; Sales, /i80,000 ; Balance at liaiik, £4,500 ; Ca.sh in 
hand. £500; Bills Kt-ceivable, £6,000; Bills Payable, £3,000; Wages, £16,000; 
Plant and Machinery at written down cost on Janiiarv i, £115,000 ; l^epairs to 
Machinery, £4,000; Salaries, £2,500; Sundry 'I racle Expenses, £1,620; Sundry 
Office Expenses, £750 ; Debtors, as per Sales Ledger, £(>,000; Creditors, as per 
Purchases Ledger, £8,000; Directors’ Fees, £1,000; Audit and Accountancy 
Charges, £150; Credit to Profit and Loss Account on januaiy^ i, £8,000. 

At December 31, survey of the Stock shows its value at £50,000, and Work in 
I’rogress value £15,000. 

Payments in Advance amount to £150 on account of Insurance, and £150 on 
account of Rates. 

Provide £4,000 on account of Income Tax, £300 on account of accrued Wages, 
£5,000 for Contingencies Reserve, and £500 lYov'ision for Bad Debts. 

Depreciate Freehold Premises at the rate of 2% per annum, and Plant and 
Machinery at the rate of io“{, per annum. 

Prepare Trial Balance, and after making the necessary adjustments, prepare 
a Trading Account, a Prolit and Loss Account, and a" Balance Sheet. (/«- 
corporated . 4 ccoiintants.) 

{Soti\ —Students should also work s.'.nie of tlie Icmg I^xerc.ises which appear 
at the end of Chapter 



Chapter VI 
PARTNERSHIP 
I. Legal 

Note. — AJl references to Sections, etc., in this chapter are to tlie Partnership 
Act, 1S90, unless otherwise stated. 

Tiif*: Law of Partnership is one of the branches of the law that has been 
coTLSolidated and codified, and is therefore easy of reference. The 
three governing Acts are :— 

(1) The Partnership Act, 1890.—This is the Statute which codified 
and constjlidated the law of partnership as it had been established 
by a long course of commercial usage and judicial decisions. 

(2) I'he Limited Partnership Act, 1907.—This Act makes it 
possible to limit the liability of a partner, so that a partnership 
may comprise one or more general partners, exercising the ordinary 
powers, and subject to the ordinary liabilities of partners, and one 
or more partners with limited powers and limited liability; but no 
partnership may consist solely of limited partners {see p. 137). 

(3) The Registration of Business Names Act, 1916.—This Act, 
one of the war-time measures, compels registration of the true 
names of all the members of a partnership when the firm name of 
the partnership does not consist of those names {see p. 121). 

It should be clearly understood, at the outset, that the relationship 
between partners may be whatever the partners mutually agree between 
themselves that it shall be, and that such agreement may be evidenced 
by writing, or be inferred as a fact from the course of conduct pursued 
by the partners. It is only in the absence of any agreement, express 
or implied, between yiartners, modifying or abrogating the provisions 
of the Partnership Act, 1890, that that Act regulates the partnership 
relation of the partners inter se. 

Definition of Partnership.—Partnership is the relation which 
subsists between i)ersons carrying on business in common with a view 
of profit ” (S. i). Another definition suggested by Sir Frederick 
Pcfilock in his Digest of the Law of Partnership (nth edition, p. 4) is 
Partnership is the relation which subsists between persons who have 
agreed to share the profits of a business carried on by all or any of them 
on behalf of all of them." 

The Act declares (S. 2) that the relation between members of any 
company or association which is registered under the Companies Acts; 
or incorporated by aii^^' other Act of Parliament, or letters patent, or 
Royal Charter; or a company engaged in working mines within and 
subject to the jurisdiction of the Stannaries, is not a partnership. 

The existence of a business is essential to the idea of partnership, 
and the term " business " includes every trade, occupation, or pro¬ 
fession. The association of a number of persons for the purpose of 

no 
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forming a club, or a friendly society, or for charitable purposes, does 
not constitute those persons a partnership. Nor does the joint owner¬ 
ship of property by itself involve partnershij). Two men may owu a 
house and divide the net income derived therefrom without being 
partners. A may own a theatre and pay the general expenses of the 
theatre, B may provide and pay the acting company, and A and B 
share the gross receipts, without being jKirtners (S. 2). But the use 
of the joint property for profit to be divided between the owners may 
create a partnership. If the joint owners of a house furnish it and let 
lodgings, and divide the profits, they are carrying on a business in 
partnership. 

What Creates Partnership. —It is often important to ascertain 
whether a partnership exists, either to determine the rights of the 
parties between themselves, or (more often) that creditors may know 
by whom payment of their debts is to be made. Compulsory registra¬ 
tion of partnerships, in cases where the firm name does not disclose 
the true names of the partners, has made the task easier; but since 
the partners may have failed to register, the tests of the existence of 
the partnership relation are still important. 

The receipt by a person of a share of the profits of a business is 
prima-facie evidence that he is a partner in tlie business (S. 2 (3)). 
But this prima-Jacic evidence may be capable of rebuttal. 

Where losses are shared as well as profits the presumption is stron¬ 
ger, but even that is not conclusive. If the agn^ement is in writing, the 
fact of partnershij) and the intention of the j)arties are to be deduced 
from the whole document. “ The question is whether there was a 
joint business or whether the jiarties were intending to carry on the 
partnership as agents for each other" (llauk^lcy v. Ouiram, [1892], 
see also Cav v. Hickman, [i860]). 

The Act expressly declares that certain things shall not of them¬ 
selves create a partnership- 

By S. 2, ss. (1) and (2), joint tenancy, tenancy in common [two 
methods of holding real j)roj^eii;yl, joint proj^erty, common proj)erty, or 
part ownership [words appropriate to and covering both realty and per¬ 
sonalty^] does not of itself create a jiartnership as to anything so held 
or owned, whether the tenants or owners do or do not share any profits 
made by the use thereof. Nor does the sharing of gross returns, 
whether or not the j.^ersons sharing have a joint interest in the property 
from which the returns are made. 

By S. 2 (3), the receipt by a person of a share of the profits of a 
business, or of a j:)ayment contingent on or varying with the profits of 
a business, does not of itself make him a partner in the business; and in 
particular: 

{a) The receipt by a person of a debt or other liquidated amount 
by instalments or otherwise out of the accruing jirolits of a business, 
does not of itself make that person a j:)artner in the business. 

{b) A contract for tlie remuneration of a servant or agent of a 
person engaged in business by a share of the profits of the business, 
does not of itself make the servant or agent a partner in the business. 
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(c) The receipt by the widow or child of a deceased partner by 
way of annuity of a portion of the profits made in the business, does 
not of itself make the widow or child a partner in the business. 

(rf) A loan to a jicrson or to partners engaged or about to engage 
in any business on a contract that the leinler shall receive a rate of 
interest \’arying W’ith the profits, or a share of the profits, does not 
of itself make the lender a partner in the business, provided that the 
contract is in writing and signed by or on behalf of all the parties 
thereto. 

(e) The r(?c(;i}it by a person by way of annuity or otherwise of a 
portion of the profits of a business in consideration of the sale by 
him of the goodwill of the business, does not of itself make the 
recipient a partner in the business. 

But the lender in (d) and the vendor in {e), if the borrower or the 
purchaser becomes bankrupt, or enters into an arrangement with 
liis creditors to pa}' them l(\ss than 20s. in the £, or dies insolvent, 
cannot recov(ir anything for his loan or sale of the goodwill until all 
other persons who are creditors at the date of the insolvency are paid 
in full (S. 3). A pn^tended repayment and fresh advance will not 
evade the statute. But a genuine repayment and advance on different 
terms may enable the lender to rank pari passu with the other creditors. 

Firm Name. Persons who have entered into partnership are called 
collectively a firm/’ and the name under which the business is 
carried on is the firm name.” A man may in England call himself 
by any name he chooses, and a firm may take any name it likes, pro¬ 
vided no fraud is intended thereby. There is not property in a firm 
name as there is in a trade mark, but the Courts will prevent a name 
being assumed, or used, in such a way as to induce the public to believe 
that they are dealing with persons already known by the same name. 
So the partners carrying on the business of Day <S: Martin, blacking 
manufacturers, who had acquired their rights from the original pro¬ 
ducers, although no jxirtner remained bearing either of those names, 
obtained an injunction against a Mr. Day and a Mr. Martin, who also 
traded as blacking manufacturers. But there must be intent to deceive 
before the ( ourt will grant an injunction. 

Registration of Business Names.— There was formerly no regis¬ 
tration of firms, and it was often difficult lo ascertain who wT.re the 
partners. Under the Registration of Business Names Act, 1916, there 
must be registration of any firm name which does not consist of the 
true surnames of all the partners, without any addition, except the 
Christian names (or first or forename) or the initials, or recognised 
abbreviations of these names.* The registration must disclose the 
business name, the nature of the business, the principal place of business, 
and in respect of each partner his present Christian name and surname, 
and any former Christian name and surname, his nationality, and 
his nationality of origin if that is different, his usual residence, and 

* The Act applies also to an individual carrying t>n business in a name other 
than his own. 
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other business occupation, if any. The date of the commencement of 
the business must be stated if it began after December 22, 1916. 

Not only must the partners' names and nationality, if not British, 
be registered, but these particulars must be stated in all trade catalogues, 
circulars, showcards, and business letters. Curiously enough, invoices 
are omitted from this list of documents. 

The penalty for not registering is a line not exceeding £5 per day 
while the default continues. But there is a further consequence, the 
extreme severity of which marks the war-tirne origin of the Statute. 
A firm in default cannot enforce any contract by process of law. No 
debt due to a firm that ought to be registered, but is unregistered, can 
be recovered. The Courts have power to grant relief where non¬ 
registration is accidental, or inadvertent; or where circumstances 
make it just and equitable to grant relief; and, in fact, relief is generally 
granted subject to terms as to costs. 

The finn name is merely a short way of referring to the partners 
collectively. A finn is not in England a separate entity, t.e. a legal 
person. Scots law differs in this respect. 

Partnership Must be Legal. —No partnership to carry on the business 
of banking may have more than ten partners, nor any other business 
more than twenty,'*^ And the objects of the partnership must be legal. 
The allegation of a jmrtnershi]) between highwaymen in an action for 
accounts was visited with serious consequences, not only to the parties, 
but also to solicitor and counsel who appeared for the plaintiff. A 
partnership for selling smuggled goods is illegal, or for bookmaking 
contrary to the Betting Act, or secret pawnbroking. A solicitor cannot 
enter into partnership with a person not a solicitor; partnership cannot 
exist between barristers. 

Ijifant as Partner ,—A partner must be capable of contracting. An 
infant is not bound by a partnership contract, and may repudiate, or 
adopt, the contract on his coming of age, but he cannot recover any 
premium paid if he has derivc^d real benefit from the contract. Where 
a firm w'ith an infant partner is insolvent, a receiving order cannot be 
made against the whole firm, but may be made against the firm other 
than the infant partner. 

The Partnership Agreement. —A partnership agreement need not 
necessarily be in writing. A written contract is extremely desirable; 
but (unless the partnership is for a period of more than one year, in 
which case, by the provision of the Statute of Frauds, the agreement 
must be in writing) an oral agreement is valid. Written agreements 
are sometimes under seal, sometimes under hand only. An unsigned 
draft agreement, if acted upon by the partners, or an informal memor¬ 
andum, initialled by the partners, and intended as instnictions for a 
formal document, may be evidence of the terms of partnership. The 
original agreememt, even if in writing, may be varied by oral agreement, 
and a mode of dealing in which all the partners have acquiesced is 
evidence of such a variation. With respect to a partnership agreement. 


Companies Act, 1948, SS. 429 and 434. 
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it is to be observed, that all parties being competent to act as they 
may agree amongst themselves, they may, by mutual consent, put an 
end to it or vary it at any moment. The terms of such variations 
may be evidenced in writing, or solely by the conduct of the parties, 
and their mode of conducting the business {England v. Curling, [1844]). 

But although it has been held that usage, uniform and without 
variation, not strictly in accordance with the Articles of Partnership, 
is evidence of a new agreement by the partners, and is as binding 
as if it had been originally clearly prescribed by the Articles, yet where 
Articles of Partnership provided that the share of a deceased partner 
in the assets should be ascertained by reference to the annual account 
made up to the 30th of April next after liis death, and there had not 
been any case of death during the continuance of the partnership, it 
was held that there could be no practice or usage uniform and without 
variation, since the case had never arisen; and further that the assets 
should be taken at their fair value at the date of the account, and not 
at their valut' appearing in the books of the j)artnership {(■rifikshank v. 
Sutherland, [1922]). 

Contents of Partnership Agreement.—A partnership agreement or 
deed (for it may be under hand or under seal), if it is to deal with all 
the matters to be regulated, cannot well be short. Brevity is generally 
achieved only at the cost of incompleteness, though where the tenns 
provided by the Partnership Act are such as the parties desire, it is 
possible to shorten the document to some extent, l^ut Lord Lindley 
has pointed out that such omissions are not to be recommended. It is 
desirable that the partnership agreement .shall be, as far as possible, a 
complete code to which the partners may refer, should need arise. A 
partnership agreement usually deals with the following matters:— 

{a) The finn name, the business to be carried on under that 
name, and the address or addresses at which the business is to be 
transacted. 

(/>) The commencement and duration of the partnership. 

(c) Power for a partner to retire after notice given, if that is agreed. 

{d) The capital of the partnership fixed or otherwise, and the 
shares in which the partners are to be entitled to it. Interest on 
capital. 

{e) Provisions for bringing in further capital, and for loans by 
partners to the firm. Interest on loans. 

(/) The proportion in wliich profits and losses are to be divided 
between the partners. 

(g) Partnership salaries, if any. In the absence of agreement no 
salary is payable. 

(//) The drawings of the partners. Interest on drawings. 

{i) The bankers of the partnership. All moneys received to be 
paicl into the bank. Powers of partners to sign cheques, accept 
bills, etc. 

{j\ The pajnncnt of rent and other necessary outgoings. 

{k) The duties of the partners, such as requiring them to be 
just and faithful to the others, to render accounts, and to devote 
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their whole time to the conduct of the business, or such time as may 
he agreed. 

(/) Such restrictions as preclude a partner from being concerned 
in any other business, or engaging or dismissing clerks without 
the consent of the other partners, or pledging the credit of the firm 
except in the ordinary course of business, or giving credit to forbidden 
persons, or entering into contracts in excess of a stipulated sum 
without the consent of tlie other partners. 

(m) Further restrictions preventing a partner from becoming 
bail, or surety, or security for persons outside the partnershij), or 
assigning or charging his share in the partnership business, or re¬ 
leasing debts due to the firm, and a slij)ulation that each ])artner 
shall pay his own private debts, and indemnify the firm’s property 
against private claims made upon him. 

(«) The keeping of j^roper books of account. Books always to 
be available for inspection by any partner. The periodical taking 
of accounts. Arrangements for audit, if any. 

(o) The creation of a. reserve fund. 

(/)) Provision that the death or retirement of one j)artner shall 
not dissolve the partnership as regards the remaining partners. 

(q) The winding-uj) of the business on the determination of the 
partnership, with or without special stipulation as to the value of 
the goodwill. It is usual to have a clause enabling surviving or 
continuing partners to purchase the share of a deceased or retiring 
partner, and, frequently, to pay the purchase money by instalments 
with or without giving security for the unpaid balance. Interest 
is usually payable on the outstanding balance. Joint assurance 
j^olicics on the partners’ lives are sometimes tak(*n out in order t(.) 
provide the necessary funds for this purjiose. 

(r) Provisions as to basis on which th(‘ goodwill and other assets of 
the business are to be valued on the death or retirement of a partner. 

(.s) Power for a j)artner to bring a son into the linn. 

(/) Power in the event of gross breaches of duty by one partner 
for the other partners to expel him from the finn, and to enable 
them to sign any document necessary for effecting tlie expulsion. 

{u) An arbitration clause. This is more valuable in the case of 
a partnership than in many other cases wliere arbitration is resorted 
to. Questions arising between ])artners, often involving the taking 
of accounts, are better determined in the quiet and privacy of the 
arbitration room than they are in ( oiirt. 

Numerous variations in these clauses may l)e made to meet special 
circumstances and needs. 

Relations of Partners to Persons Dealing with Them. It is the 

characteristic feature of partnership law that a partner is both a prin¬ 
cipal and an agent: a principal binding himself by his acts done on 
behalf of the firm, and an agent by the same acts binding his partners. 
Every act of a partner, carrying out in the usual way business of the 
kind transacted by the firm, binds the partners, unless, in fact, the 
partner had no authority to act for the firm in the particular matter. 
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and the person with whom he deals eitlier knows that he has no authority 
or does not know or believe him to be a partner (S. 5). 

Whatever private arrangements partners have between themselves, 
the persons dealing with them are entitled to assume that in matters 
within the scope of the partnershij:) business each partner is authorised 
to bind the lirm. In a trading partnership,* therefore, every partner 
may bind the firm by selling the firm's goods, buying goods on account 
of the firm, receiving payment of debts due to the firm, engaging 
servants for the partnership business, accepting bills, borrowing money 
on the firm’s credit, pledging the firm's goods, or creating an equitable 
mortgage by de})osil of deeds. On the other hand, one partner cannot 
bind the other partners by deed without express authority, nor can he 
bind the lirm by gi\’ing a guarantee in the name of the firm, even if it 
is a reasonable and convenient thing to do in the circumstances, unless 
it is the custom of the firm, or the general custom of firms engaged in 
the same business, so to do. 

If the firm is a non-trading firm there is no implied authority to bor¬ 
row. Architects, c.g. do not usually borrow money, so that there is 
no imfjlied j^ower for an architect to l>ind his firm by borrowing. Nor 
is there implit‘d |)ower for partners of a non-trading partnership to 
accept bills, or |)Iedge chattels f on behalf of the firm. At least the 
onus is on a claimant to prove that giving bills or pledging chattels is 
usual or m^cessary in the business. 

Where there is what is called a dormant or sleeping partner, usually a 
j)artner who contributes cajiital to the firm, and receives a share of 
the profits, but who takes no active part in the management of the 
business, and does not hold himself out as being a partner, or disclose 
his name in the firm name, the prtfsumed agency of the active partners 
is probably rebutted. But it is more difficult now than it was formerly 
for such a state of things to arise, in view of the need for registration. 

When a partner exceeds his authority, the other partners may 
adopt the transaction. If they do so they are bound by it. They may 
be bound, jilstj, if they ha\'e notice of the transaction and do not repudi¬ 
ate it. A mere complaint to the partner exceeding his authority, not 
followed by any other step, would probably lx? held insufficient repudia¬ 
tion, and the firm w(nild be bound. 

Where money borrowed by one partner, in the name of the firm, 
without the authority of his co-i)artners, has been aj)plied in paying 
off debts of the firm, the lender is entitled to repayment by the firm 
of the amount which lu? can show' to have been so applied. And the 
same rule extends to money bona fide bonowed and applied for any 
other legitimate j>urpo.se of the firm {Lindlcy on Partnership). 

* A trading; business is one which involves the purchase and sale of goods. 
But not every business which involves llie expenditure of money for goods which 
the business re(|nires is a trading business. A partnership for the purpose of 
running a cinema is not a trading business {Higf^ins v. Beauchamp, [1914]). 

t Chattels, (joods movable, c.g. oxen, furniture, jewellery, etc. (chattelspersonal) 
and goods immovable, e.g. an interest in land, other than a freehold interest 
[chattels real), which belong immediately to the person of the owner are termed 
chattels, as opjK>.sed to chases in action, e.g. debts, bonds, etc., of which a man has 
not the actual possession, but to which he has rights enforceable at law. 
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Where a partner pledges the credit of the firm for a purpose appar¬ 
ently not connected with the firm's ordinary course of business, the 
firm is not bound, unless he is in fact specially authorised by his partners; 
but this does not affect any personal liability incurred by an individual 
partner (S. 7). 

Questions arise sometimes when a partner raises money by giving 
negotiable securities in the firm name for the purpose of satisfying his 
private debt, or pays liis private debt out of partnership funds. The 
person lending mone}^ in siicli a case must be prepared to show that the 
partner had in fact authority to act as he did, or that the other partners 
had so acted as to give reasonable ground for supposing that such 
authority had been given, in which case the firm may be bound by 
estoppel.* 

If the partners agree that a restriction shall be placed on the 
authority of one or more partners to bind the firm, nothing done in 
contravention of the agreement is binding on the firm with respect to 
persons having notice of the agreement (S. 8). But, of course, the 
restriction does not affect persons having no such notice. 

Liability of Partners.—Every partner in a firm is liable jointly 
with the other partners, and in vScotland severally [ ^ separately] also, 
for all debts and oV^ligations of the firm incurred while he is a partner; 
and after his death his estate is also severally liable in a due course of 
administration for such debts and obligations, so far as they remain 
unsatisfied, but subject in England to the prior payment of his separate 
debts (S. 9). 

Where, by any wrongful act or omission of any j)artner acting in 
the ordinary course of the business of the firm, or with the authority 
of his co-partners, loss or injury is caused to any person not being a 
partner in the firm, or any penalty is incurred, the firm is liable therefor 
to the same extent as the partner so acting or omitting to act (S. 10). 

The firm is liable to make good a loss:— 

(a) where one partner, acting within the scope of his apparent 
authority, receives the money or property of a third person and 
misapplies it; and 

(£) where a firm in the course of its business receives money or 
property of a third person, and the money or propert^^ so received 
is misapplied by one or more of the partners, while it is in the custody 
of the finn (S. ri). 

The liability under S. 9 is joint; under SS. 10 and ii it is joint and 
several. 

If judgment is recovered against the firm on a joint liability, each 
partner is liable for the whole amount of the judgment. But if the 
plaintiff sues individual members of the firm, and recovers judgment, 

* Estoppel .—If one person, A, either by his words or his conduct induces 
another person, B, to believe in a state of facts and act upon that belief, then 
A may be estopped, i.e. precluded from .setting up the real facts, and the rights as 
between A and B may be regulated not by the state of the facts as they actually 
are, but by the state of the facts as A represented them to be. 
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lie cannot afterwards sue other partners, even if he did not know that 
they were partners when he recovered judgment {Kendall v. Hamilton, 
[1879])* defendant in such an action may apply to the Court to 

order that the other joint debtors be added as defendants. Since the 
estate of a deceased partner is severally liable, the fact that judgment 
has been obtained against the firm does not prevent the creditor suing 
the personal refiresentatives. 

Where the liability is joint and several, the fact that judgment has 
been obtained against one partner does not i)revent the creditor suing 
the other partners. 

Enforcing a Judgment Against a Firm.—Where a creditor of a 
partnership has secured judgment against a firm he may issue execution 
against any property of the partnership. He may also issue execution 
against the goods of an individual partner who was personally served 
with the writ as a partner, and has not entered an appearance, or who 
has appeared in his own name as a partner, or has admitted on the 
pleadings that he is a partner. If the plaintiff seeks to issue execution 
against a person who has not been so served, or who has not appeared 
as a partner, or admitted that he is one, he must apply to the Court for 
leave. If the fact of partnership is then denied, the Court will first hear 
and decide the issue whether the respondent is a partner. 

Liability for Wrongs. - It is essential in order to establish liability 
to show that the wrongful act was done in the ordinary course of the 
partnership business. For example:— 

A and B are solicitors practising in partnership. C, a client of the firm, 
entrusts money to A to bo invested in a specific security. A mis-appropriates 
the money. B knows nothing of the transaction. B is liable since it is part 
of the ordinary business of solicitors to invest in specified securities (Blair v. 
Bromley, [1847]). But in a case similar except that C gave to A only general 
instructions to invest the money as A thought fit, B is not liable for A's mis- 
appropriation of the money, since it is not the ordinary business of solicitors to 
receive money to be invested at their discretion (Hannan v. Johnson, [1853]). 

The question is whether the wrongdoer was acting as agent for the 
firm and within the apparent scope of his agency. 

If a partner, being a trustee, improperly employs trust-property 
in the business or on account of the partnership, no other partner is 
liable for the trust-property to the persons beneficially interested 
therein, unless he has had notice of the breach of trust; but if the 
money is still in the firm's possession or under its control, the bene¬ 
ficiaries may follow^ and recover it (S. 13). 

Holding Out.—A person may become liable as a partner without 
actually being one, if he “ holds himself out ” to be a partner. If he 
represents himself to be one, or knowingly allows himself to be so 
represented, and on the faith of such representation credit is given to 
the firm, he is liable to the creditor. He is estopped from denying the 
character which he has assumed, and on the faith of which the creditor 
acted (S. 14 (i)). A man who has retired from a firm, but has given 
no notice of dissolution of partnership, and allows his name still to be 
used as part of the firm name may be liable on this ground. But the 
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continued use of a deceased partner’s name as part of the tinn name 
does not oi itself impose any liability on the dect'ased partner s estate 
for partnership debts contrac’ted the firm after his death (S. 14 (2)). 


Incoming and Outgoing Partners. —person admittixl as a partner 
into an existing firm does not thereby become liable to creditors of the 
firm for any tiling done before he became a partner. A retiring partner 
does not cease to be liable for debts incurred before his retirement 
(S. 17). An agreement by continuing partners to indeinnif}' a retiring 
partner is usual; and if the creditor by express agreement, or agree¬ 
ment to be implied from the course of his dealing with the new iirm, 
consents to look to the new linn for payment, then the retiring ])artner 
is discharged from liability, 'fhenj is then a novation of contract, i,e. 
the creditor has exjiressedly or impliedly acce])ted the new firm as his 
debtors instead of the old. Thus: — 


A and were l>ankors iu partnersliip, C and 1 > werr admitted as new 
partners, and nutiee was gi\t‘n all creditors. A died, and subsetpiently H 
died. C and J> contmiicil to carry oii llu* Inisiness. l>iit became insolvent, 
depositors who knew of .Ws death, l>ut had continued after\var«.ls tc) receive 
interest t)n their deposit.s, and had proved as creditors in tJie bankruptcy of 
and 1 ), cannot afterwards sue A's estate v. Jlohnan, [1876]). 


A mere agreement between the old jiartners and incoming partners 
that the new firm shall discharge the old firm’s debts dot‘s not give to 
the old firm’s creditors a rigdit to sue the new firm. TIuto must be 
an agreement between the firm as newly constituted and the creditor 
before action b}' him will lie against the new firm, (.'reditors cannot 
enforce a contract to which they are not partitas. 

A continuing guarantee given either to a firm or to a third person 
in respect of the transactions of a firm, is revoked as to future transac¬ 
tions by any change in the constitution of the firm, unh^ss the contrary 
is agreed (S. 18). 

Relationship of Partners to One Another.—The mutual rights and 
duties of partners, whether stated in a partnership agreement or de¬ 
fined by the Act, may be varied by the consent of all the partners, and 
such consent may be given exp)ressly, or be inferred from a course of 
dealing (S. 19). So where articles of ])artnership provided for a 
valuation of partnership property, to b(' made on the annual account 
day, for the purpose of settling partner.ship profits, and a valuatiuji 
was for many years made and acted on by all th(‘ partners, it was not 
open to a partner or his ]H.*rsonal representative to challenge the 
accepted mode of valuation, (‘ven tliough inconsistent with the terms 
of the articles [Coventry v. Barclay, 118641). 

All property originally brought into the partner.ship stock, or 
acquired by purchase or otlu^rwise on account of the firm, or for the 
purposes and in the course of the partnership business, is partnership 
property, and must be held by the partners exclusively for the purpose 
of the partnership in accordance with the partneiship agreement; 
and, unless a contrary intention appears, ])roperty bought with money 
belonging to the firm is deemed to have been bought on account of 
the firm (SS. 20, 21). So, when a firm bought land and the conveyance 
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was taken in the name of one partner, the land was partnership property. 
Where one partner bought shares in his own name and without the 
authority of the other j>artners, hut with the money and on account 
of the firm, the shares were i)artnership proj)erty. A partner renewing 
the lease of partnership offices in his own name holds the lease in trust 
for the firm. 

Where any land, or any herd able interest therein has become 
partnership ])ro])erty, it shall, unless the contrary intention appears, 
be treated as personal or moveable estate, not real estate (S. 22). 
Land acejuired for partnership purposes was usually conveyed to the 
partners as tenants in common; but, by S. 24 of the Law of Property 
Act, 1925, an undivid(?d share of land is not now capable of being 
created, and where land is conveyed to ]:)ersons in undivided shares 
the conveyance takes effect as if conveyed to them as joint tenants 
upon “ the statutory trusts.” These trusts are to sell the property 
(but with power to postpone the sale) and to stand j)ossessed of the 
net proceeds of sale so as to give effect to tlie riglits of the persons 
interested in the land. Freehold or least'hold pr(jj)erty belonging to 
the partnership will, therefore, be held in future upon trust for sale; 
but no sale will be made until the persons holding tlie majority of the 
interests desire a sale, and presumably their right to require a sale will 
be controlled by the terms of the partnersliip agreement. Obviously 
a sale of the premises where the partnershij) Inisiness is carried on might 
ruin the business. 

Rights and Duties of Partners inter se. - 'Die Act contains important 
rules declaring the rights and duties of the partners. By S. 24 the 
interests of partners in the ])artnership [property and their rights and 
duties in relation to the partnership shall be determined, subject to afiy 
agreement expressed or implied between the partners, l)y the ftjllowing 
rules:— 

(1) All the partners are entitled to share ecpially in the capital 
and profits of the business, and must contribute equally towards 
the losses whether of capital or otherwise sustained by the firm.* 

(2) The firm must indemnify every partner in respect of pay¬ 
ments made and personal liabilities incurred by him— 

{a) in the ordinary and proper conduct of the business of the 
firm: or 

(b) in or about anything necessarily done for the preservation 
of the business or property of the firm [such as money 
found to pay a pressing debt]. 

(3) A partner making, for the purpose of tlie partnership, any 
actucil payment or advance beyond the amount of capital which he 
has agreed to subscribe, is entitled to interest at the rate of 5% per 
annum from the date of the jiaymcnt or advance. 

• The skill of a ])artnor may be of value to llie lirrn out of all proportion to 
the capital he brings in. Where the jmrtners have not apportioned profits the 
Court will not do so. " Rquality is etpiity, n<d as being absolutely just, but 
because it cannot be known that any particular degree of inequality is more 
just " (IWlock, Digest of the Law of Partnership, p. 83). 
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(4) A partner is not entitled, before the ascertainment of profits, 
to interest on the capital subscribed by him. 

(5) Every partner may take part in the management of the 
partnership business. [By agreement the management may be 
delegated to one or more partners, and such an agreement is binding.] 

(6) No partner shall be entitled to remuneration for acting in 
the partnership business. [But compensation may be received by 
one partner for extra trouble occasioned by another's neglect of 
business.] 

(7) person may be introduced as a partner without the 
consent of all existing partners. [This is a fundamental principle 
of partnership law. Partnership is based on the personal confidence 
of partners in one another. The introduction of a stranger is contrary 
to the basis of a partnership. A partner may indeed assign his 
share, and this (unlike a charging order on a share under S. 23) does 
not necessarily give a right to the other j)artners to dissolve- the 
partnership; but the Court might consider that such an assignment 
makes it just and equitable to order a dissolution.J 

(8) Any difference arising as to ordinary matters connected with 
the partnership business may be decided by a majority of the 
partners, but no change ma\' be made in the nature of the partner¬ 
ship busine.ss without the consent of all existing partners. [Any 
such decision must be made* in good faith for the benefit of the 
partnership as a whole, and every partner must have an opportunity 
of being heard.] 

(9) The partnershij) books are to be kept at the place of business 
of the partnership (or the principal place, if there is more than one), 
and every partner may, when he thinks fit, have access to and 
inspect and copy any of them. A partner may employ an agent for 
this purpose, provided that the other partners have no reasonable 
ground of objection to the particular agent selected, but the agent 
may not use the information derived from inspection for any other 
purpose than to advise his principal. [But the partner making such 
extracts has, after he has ceased to be a partner, no right to make use 
of them for purposes injurious to the firm.] 

These rules, it will be noticed, are “ subject to any agreement ex¬ 
pressed or implied between the partners.” They apply only so far as 
they are not contrary to an^'^ provisions on the.se points contained in 
the partnership agreement. 

Partners are bound to render true accounts and full information 
of all things affecting the partnership to any partner or his legal personal 
representatives (S. 28). Partnership is a contract uherrimee fidei [of 
the utmost good faith]. Between partners this is obviously essential. 

Every partner must account to the firm for any benefit derived by 
him without the consent of the other partners from any transaction 
concerning the partnership, or from any use by him of the partnership 
property, name, or business connection (S. 29). It is because of this 
rule that any partner obtaining a renewal of the lease of partnership 
property in his own name is bound, if the other partners claim it, to 
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treat this as held on behalf of the firm, and the rule would probably 
be the same even if the partner renewing had told the other partners 
that he intended to apply for a renewal for his own benefit. On the 
other hand, if the lease is not renewable, and one partner purchases the 
property subject to the lease, he is entitled to hold it for his own benefit. 

If a partner carries on a competing business without the consent of 
his partners, he must account to the firm for all profits made in that 
business (S. 30). If a partner in one firm carries on such a business 
with the other partner's consent, he must not use information obtained 
from the partnership for the benefit of the other business or to the 
prejudice of the firm. 

Determination and Expiration of Partnership. —Where no fixed 
term has been agreed on for the duration of the partnership any partner 
may determine the partnership at any time on giving notice of his 
intention so to do to all the other partners (S. 26). 

Where a partnership entered into for a fixed term is continued after 
that term has expired, and without any express new agreement, the 
rights and duties of the partners remain the same as they wx*re at the 
expiration of the term, so far as is consistent with a partnership at will 
[i.e, one which continues so long as all the partners are willing]. It 
can therefore be terminated at any time. A continuance of the business 
by the partners, or such of them as habitually acted therein during the 
term, without any settlement or liquidation of the partnership affairs, 
is presumed to be a continuance of the partnership (S. 27). The 
terms of the old agreement continue to apply as far as practicable, 
e.g, an arbitration clause contained in an agreement for a fixed term 
still applies when the partnership is continued after the end of the 
term. But a clause jnov^iding for a notice of a certain length in order 
to terminate the partnership before the end of the specified term is not 
applicable. 

A partnership de(;d usually contains powers for the majority of the 
partners to expel the remaining partner or partners; but unless such 
a power is expressly given there is no jjower of expulsion. Where 
such power exists it must be exercised in good faith and in strict com¬ 
pliance with the terms of the document. The conditions of good faith 
include reasonable preliminary warning and opportunity of explanation, 
and the fact that partners are expressly relieved from the duty of 
stating their reasons does not dispense them from the duty of acting in 
good faith. 

Assignment of and Charges on a Partner's Share. —A partner cannot 
assign his share so as to make his assignee a partner, or introduce 
a new partner into the firm without the other partners' consent. If 
a partner assign his share, c.g. by way of mortgage to secure a debt 
due from him, the assignee acquires no right to interfere in the manage¬ 
ment of the partnership business, or to inspect the books, or to require 
an account. The assignee is entitled only to receive the share of the 
profits to which the assigning partner would otherwise be entitled, 
and he must accept the account of profits agreed to by the partners. 
Upon a dissolution of the partnership, the assignee is entitled to the 
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assigning partiuT^s actual share of the j)artnersliip assets. He is not 
bound by any agreement between the partners for valuing the share, 
and is entitled to have an account taken as from the date of the dissolu¬ 
tion in order to ascertain the true value of the share (S. 31). 

Partnership Property and Partner’s Separate Judgment Debt. — It is 

not possible to enforce a judgment obtained against an individual 
partner by issuing executit)n against ])artnership ]>roperlv. The 
judgment creditor can now enforce the judgment in resj)ect of the 
partnership pro])erty only by obtaining an order charging the partner’s 
interest in the partiKTshij) ])roperty and j^rofits, for the judgment debt 
and interest tliereon ; and the C ourt may a})})oint a rt*('eivvr of tlie 
partner’s share (S. Jj). Tliis was an alteration effected by the Partner- 
shij) Act: for at common law partnership property might l)e taken in 
execution for the separate debt of any jiartner, and the debtor’s interest 
therein could be sold. 'I'he person obtaining such a charging order has 
no right to take part in the l)usiness nor does tlie ordcT as a rule entitle 
a judgment cn^iitor to have accounts rendered to him by the other 
jnirtners. 

The Court may order a sale of the debtor partner's interest. In 
that event the other partners may purchase it, and at any time they 
may redeem the interest charged. Or they may obtain an order for 
dissolution of the ])aiinership. 

Section 23, which regulates procedures against partnership property 
for a partner’s .separate judgment debt, do(‘s not a})})ly to S('otland. 

Dissolution of Partnership. —A partnership may be dissolved at any 
time by mutual consent of the partners. 

In addition, subject to any agreement betweeJi the })artners, a 
partnership may be dissoh ed, under S. 32, by 

(ii) Expiration of the term fixed for the jxirtnership. 

(b) If entered into for a single adventure or undertaking, by the 
termination of that ad\'enture or undertaking. 

(c) If entered into for an undetined time, by an\’ partner giving 
notice to the other or others. [Such notice once given cannot be 
withdrawn without the consent of all the partners.] 

Further, by S. 33, a partnership is dissoh'ed by : - 

(</) The death of a partner. [This dissoKes tlie parlnership as 
regards all the partners unless the contrary has ])een agreed.] 

(c) The bankruptcy of any partner. I'fhis also dissolves the 
partnership as regards all the partners unless tlie contrary has been 
agreed.] 

(/) When a partner suffers his share of the partnership property 
to be charged under the Act for his separate debt, the partnership 
may at the option of the other partners be dissolved. 

Again, by S. 34, a partnership is in every case dissolved :— 

[g) By the happening of any event which makes it unlawful for 
the business of the firm to be carried on or for the members of the 
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firm to carry it on in partnership. partnership with an alien 

enemy. The outbreak of war in i()i4 dissolved many partnerships. 
'Ihe term “alien enemy*’ includes persons of every nationality 
residing in an enemy countr\\J 

Lastly, by S. 35. partnerships may be dissolved by the Court. On 
application by a })artner, the ('ourt may decree a dissolution : — 

{h) When a partner is found lunatic, or is shown to the satisfaction 
of the Court to be c)f permanently unsound mind. Proceedings may 
be taken l)v the Committee of the lunatic or next friend or person 
having title to intervene, or by any other partner. 

(i) When a })artncr becomes in any other way permanently 
incapable of })erforming his part of the partnership contract. 

(7) When a partner has been guilty of such conduct as, regard 
being had to the nature of the business, is calculated prejudicially to 
affect tile carrying on of tlie business. 

(A‘) When a partner wilfully or consistently ctmmits a breach of 
the partnership agreement, or otherwise so conducts himself in 
matters relating to the partrit^rship business that it is not reasonably 
practicable for the co-jiartners to continue in partnership with him. 
[The degree of misconduct sufficient to induce the (.'ourt to dissolve 
a })artnership is difticuU to determine. Refusal to meet the partners 
in matters of business and continual <iuarrelling have been held 
sufficient, so also has a state of hostility which has become chronic 
and renders mutual confidence impossible; but not mere squabbles 
and ill-temper. Tlu! C ourt will, if such a state exists, make an order 
on the ajiplication of either party, but under (/), (7), and (k) above 
will not act at th<‘ instance* of the partner who is to blame, j 

(/) Wlu*n th(* business of^ the partnership can only be carried on 
at a loss. 

(m) When it is just and erpiitable that the partnership should be 
dissolved. [It is said that the marriage of a female partner (which 
formerly dissolved a partnership) might make it just and equitable 
to order a dissolution.) 

Rescission of a Partnership Agreement.- Where a person is induced 
by fraud or misrepresentation to become a partner, the Court will 
rescind the contract at his instance. In siu h a case a partner seeking 
rescission is entitled to be indemnified against the liabilities which he 
has incurred owing to his becoming a partner. The extent of the 
indemnity is stated in the Act (S. 41). Without prejudice to any other 
right he is entitled :— 

(^/) 'fo a lien, or right of retention of, the surplus a.ssets, after 
satisfying ])artnershi]) liabilities, for any sum paid by him for the 
purcha.se of his share in the ]>artiiership, and for any capital con¬ 
tributed by him. 

(/;) To stand in the ])lace of the cr(*ditors of the firm for any 
payments made by him in respect of the partnership liabilities. 

(c) To be indemnified l)y the person guilty of the fraud or mis¬ 
representation against all the debts and liabilities of the firm. He 
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is also entitled to recover damages from the person guilty of the 
fraud, and, where the Act gives him a lien for principal moneys 
mentioned in S. 41 (a) above, to interest on those moneys, and costs 
of the action. He is also entitled to interest on all payments made 
by him in respect of partnership liabilities. 

Dissolution by an Arbitrator. —WTierc there is an arbitration clause 
referring all disputes to arbitration and a dispute arises involving the 
question whether the partnership has been or ought to be dissolved, 
the arbitrator has power to dissolve the partnership. 

Consequences of Dissolution. —As a general rule a partner is not 
liable for the acts of his former partners after the dissolution of the 
firm or his retirement from it; but to protect himself against third 
persons an advertisement of the dissolution should be inserted in the 
London Gazette, and as regards persons who have already had dealings 
with the firm a specific notice of dissolution must be given. 

A and B, partners, execute a deed declaring the partnership dissolved as 
from January i. They do not discontinue the business or give notice of 
dissolution. On February 1 A indorses a bill in the partnership name to C, 
who is not aware of the dissolution. The firm is liable on the bill (ex parte 
Robinson, [1S33]). 

The practice of the London Gazette is to require that notices of 
dissolution shall be signed by all the partners or their legal repre¬ 
sentatives, and the signatures be verified by the statutory declaration 
of a solicitor. A notice not signed by all the partners must be verified 
by the statutory declaration of a solicitor stating that such notice is 
given pursuant to the terms of the partnership to which it refers. 

If a partner has, notwithstanding dissolution, given his partners 
authority to act for him, he wall be bound by anything done by them 
within the limits of such authority. In the absence of such an agree¬ 
ment, each partner has authority to bind the firm so far as necessaiy’^ 
to wind up the affairs of the partnership, and to complete transactions 
begun but unfinished at the time of the dissolution, but not otherwise 
(S. 38); but the firm is in no case bound by the acts of a partner who 
has become bankrupt. 

A bill w'as indorsed in the name of a firm to a creditor. Before the bill 
became due the partnership was dissolved. Notice of dishonour given to the 
continuing partner, but not to the retiring partner, was held to be binding on 
the retiring partner (Goldfarh v. Bartlett, [1920]). 

Money belonging to a trust estate was deposited with a bank, the receipt 
stating that it was to be paid to the firm of solicitors acting for the trust. The 
firm was dissolved. One of the partners indorsed the receipt and received, 
but did not pay over, the money. The beneficiaries under the trust sued the 
Bank. Held that as the receipt of the money was necessary, either to “ wind 
up the affairs of the partnership ” or “to complete a transaction begun but 
not finished before the date of the dissolution," under S. 38, the Bank was 
justified in paying to the partner (Dickson v. National Bank of Scotland, [1917J). 

The rule as to good faith being essential as between partners applies 
to transactions undertaken after the partnership has been dissolved 
by the death of a partner, and before the affairs have been completely 
wound up. The continuing partners will, if profits are derived from 
carrying on the business for the purpose of winding up, in the absence 
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of any special reason to the contrary, be entitled to some compensation 
for their services. 

Where a premium has been paid for admission to the partnership 
there may, in the event of dissolution, be a claim by that partner to a 
return of the premium (S. 40). Where the partnership is at will, the 
partner paying the premium must be taken to have run the risk of the 
partnership being determined at any time, but if the partnership is for 
a fixed term and is dissolved before the end of the term, otherwise than 
by the death of the partner, the Court may in its discretion order the 
repayment of the premium or part of it. The rule usually adopted is 
to order a return of so much of the premium as bears the same pro¬ 
portion to the whole as the unexpired portion of the agreed term bears 
to the whole agreed term. A return will not be ordered where the 
misconduct of the partner paying the premium is the cause of dissolu¬ 
tion. Where the partnership has been dissolved by an agreement not 
providing for a return of part of the premium, no order for the return 
will be made. 

Conduct of the Winding Up. —The partners are the proper persons 
to get in the assets and wind up the affairs of the partnership, and their 
power to bind the firm continues for this purpose notwithstanding 
dissolution (S. 38). If after dissolution they cannot agree as to the 
winding up, the Court will appoint a receiver and, if necessary, a 
manager, and will on due occasion restrain a partner by injunction 
from doing any act which will impede the winding up, such as injuring 
the value of or misapplying the assets of the firm. Where a partner¬ 
ship has been dissolved by the death or bankruptcy of one of the 
partners, the continuing or solvent partners are entitled to wind up the 
affairs, and to an injunction restraining the executors or trustees in 
bankruptcy from interfering with them. 

The Court will on proper grounds, at the instance of executors or 
trustees, protect the partnership assets and ensure the proper conduct 
of the winding up. 

Application of the Partnership Property—Goodwill. —On dissolution 
every partner is entitled to have the partnership property applied in 
payment of the firm's debts and liabilities, and to have any surplus 
applied in payment of what may be due to the partners (S. 39). 

This may involve the sale of the goodwill, which is a commercial 
rather than a legal expression. It has been described as the benefit 
arising from connection and reputation," and as the probability that 
the old customers will resort to the old place." The value is obviously 
greater in a business than a profession. A customer is likely to go to 
the same shop to buy the goods he has been accustomed to buy, whereas, 
in the case of a doctor or solicitor, the patient or client goes to his 
adviser because of his confidence in his skill. The relation is obviously 
less likely to be continued with the purchaser of the practice. Indeed, 
it has been said that in the business of .solicitors goodwill in the ordinary 
sense hardly exists. 

But whether the value be great or small, every partner has the right 
to have the goodwill sold, and the proceeds applied as part of the 
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business assets. If this takes place, the purchaser alone may represent 
himself as continuing or succeeding to the business of the vendors. 
But any vendor, i.t\ any partner, may carry on a similar competing 
business and advertise it, though he may not use the name of the old 
firm, or represent himself as continuing the old business, or canvass 
former customers of the old business. The purchaser may use the 
name of the old firm, but not so as to expose the partners to any liability; 
he must not represent any vendor as being still in the business. 

Until the partnership affairs are wound up, the former partners 
must not carry on business in the firm name. After the winding up 
is complete every })art ner is free to use the lirm name (unlessthe contrary 
has been agreed), but again not so as to expose a former partner to 
liability. 

Where, after dissolution, the business of the ]^artnership is carried 
on, without the cajjital of the outgoing partner being paid to him, and 
without any final settlement of accounts, then the outgoing partner, 
or his estate in the event of death, is entitled eitlier to such a share of 
the profits made since the dissolution as is attributable to his capital, 
or to interest at 5*^0 amount of his share of tlie capital assets 

(S. 42). This clause does not apj)ly where the j)artnership agreement 
gives to the continuing or surviving ])artner an option to purchase the 
share, and the oj)tion is exercised. 

The amount due from surviving or continuing partners to an 
outgoing partner, or to his estate, is a debt. In th(‘ event of bank¬ 
ruptcy following dissolution the joint creditors whose debts existed at 
the dissolution must be paid first. But. subject to that rule, the status 
is changed, and the former partner has become a creditor. 

When the assets ha\'e been got in they are, by S. 44, to be applied 
as follows: - 

“ In settling accounts between the partners after a dissolution of 
partnership, tlie following rules shall, subject to any agreement, be 
observed;— 

{a) Losses, including losses and deficiencies of capital, shall be 
paid first out of })rofits, next out of capital, and lastly, if necessary, 
by the partners individually in the proportion in which they were 
entitled to share profits.* 

(h) Th(.‘ assets of the firm, including the sums, if any, contributed 
by the partners to make u]) losses or deficiencies of capital, shall be 
applied in the following manner and order: 

(1) In paying the debts and liabilities of the firm to persons 

who are not partners then^in. 

(2) In paying to each partner rateabiy what is due from the 

firm to him for advances as distinguished from capital. 

(3) In leaving to each partner rateabiy what is due from the 

firm to him in respect of capital. 

(4) The ultimate residue, if any, shall be divided among the 

partners in the |)roportion in which profits are divisible.'' 

* Sfp p. 212 as to tlie difficulties arising:; owin^^ to the decision in Garfier v. 

Ml. 
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In making out accounts on dissolution, it is usual to commence at 
the date of the last account settled by the partners. It has to be 
remembered that a practice recognised by the partners in taking 
accounts may apply only to accounts taken during the continuance of 
the partnership, and not to a dissolution account. 

Administration of the Estate of Deceased Partner. —The surviving 
partners are creditors of the estate of a deceased partner for what 
may be found to be due to them on taking the partnership accounts. 
They may sue the legal representative of the deceased partner for a 
judgment for a partnership account and payment of what is due, and, 
if assets are not admitted, for administration of the estate of the 
deceased. Creditors of the partnership may also claim administration 
of the estate by the ('ourt. But creditors of the finn are not entitled 
to be paid out of a deceased partner’s estate until all his separate 
creditors have been satisfied. The rules in bankruptcy, that the 
debts of the firm are to be paid out of the assets of the firm, and the 
separate debts of each partner out of the separates estate, and that a 
])artner may not j)rove against the separate estate of his co-partner 
while tlie joint debts are unpaid, have been adopted in administering 
the estate of a deceased partner. 

Limited Partnerships. —Since 1^07, partnerships of a special kind 
have been possible under the provisions of the Limited Partnerships 
Act, icjoy. The object of the Act was, apparently, to legalise in this 
country special partnership arrangements corresponding to those 
existing in various foreign countries. Tlie change in the law would 
probably have proved more popular if it had not happened to coincide 
with the Companies Act, 1907, under wliich private limited companies 
having only two shareholders were first allowed to be constituted.* 
But many limited partnerships have been registered under the terms 
of the: Act. 

Notwithstanding the provisions of the Partnership Act, 1890, a 
person lending money on the terms of taking a share of profits in a 
l)usiness was considered to run some risk of being held to be a partner. 
The Limited Partnerships Act is designed to ax’oid this danger. There 
may under that Act be a limited partnership, consisting of not more 
than ten partners in the case of a bank, or more than twenty in the 
case of any other business. One partner at least must be a general 
partner having the ordinary powers and liabilities of a partner, and 
one at least must be a limited partner. The partnership must be 
registered with the Registrar of Joint Stock Companies, together with 
particulars as to the general nature of the business, the firm name, the 
principal ]>lace of business, the names of the partners, the date of com¬ 
mencement and the term of the partnership, and the amount contri¬ 
buted by the limited j)artner, or each limited partner, if there be more 
than one, must be stated. Any changes that occur after registration 
must also be registered. 

The general conduct of the business must be in the hands of the 
♦ Sec Cimtpanies Act, 1^48, S. i [i] for authorisation now in force. 
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general partner or partners exclusively. The limited partner may 
inspect the books, examine into the state and prospects of the business, 
and advise the other partners thereon, but he must not take any part 
in the management of the business. He cannot bind the firm, nor 
may he withdraw any part of his capital. So long as he complies with 
these provisions, a limited partner is liable only to the extent of the 
capital subscribed by him. If he withdraws any part of his capital, 
he is liable, to the extent of the amount so withdrawn!, for the firm’s 
debts and obligations. If he takes part in the management of the 
business he becomes a general partner and liable as such for all debts 
and obligations incurred during the period in which he takes part in 
the management. The death or bankruptcy of a limited partner does 
not dissolve the firm; his capital vests in his personal representative, 
or trustee in bankruptcy. The general partner, or partners, alone 
decide questions arising in the ordinary course of business, and they 
may admit new partners without the consent of the limited partner. 
On the other hand, the limited partner may assign his share (but only 
with the consent of the general partners), and his assignee becomes a 
limited partner in his place. The limited partner cannot dissolve the 
finn by notice. The effect of the Act is that a limited partner may safely 
invest money in a business and become entitled to a share of profits 
without any risk of being held to be a partner, and as such liable for 
the debts of the firm beyond the amount of his capital. The machinery 
of management is perhaps less cumbrous than in the case of a private 
company, but the latter device is generally preferred. 

EXA^klTXATION QUESTIONS. 

1. Give the definition of partnership as set out in S. i of tlie Partnership Act, 
iStjo, and state what relations are expressly declared in that section not to be 
partnerships. Two executors carried on their testator’s business, being so 
authorised by the will, under the same name as that in which he had carried it on. 
A receiving order was made against them in the firm name. State, giving 
reasons, whether or not you think the executors wc*re liable to be adjudicated bank¬ 
rupt as partners. {Incorporated Accountants.) 

2. State in what particular features an ordinary partnership differs from a 
private company, and tlie latter from a public company. (Chartered Accountants.) 

3. State whether a partnership exists in the following cases, giving your 
reasons: (a) Smith and Brown are joint owmers of a landed estate, which they 
lease to tenants, (b) A lends B £500 for the juirposes of B’s business, in con¬ 
sideration of a share in the profits by w'ay of interest, (c) White and Green 
were partners in a grocery business. On White’s death, his widow agrees to 
leave his share of capital in the business in consideration of an annuity. 

4. Under what circumstances may a share of the profits of a business be paid 
to a person without constituting that person a partner ? (Chartered Accountants.) 

5. Briefly explain the extent to which a commercial firm may be bound by 
the acts of the members of the partnership. Enumerate a few financial trans¬ 
actions in the carrying out of which a partner has the implied authority to bind 
his co-partners. (Chartered Accountants.) 

6. In respect of what matters, and how, may the ordinary authority and 
liability of a partner be modified or restricted as regards persons having dealings 
with the firm ? 

A, B, and C are partners in trade. C obtains for his sole benefit a renewal of 
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the lease of the premises in which the partnership business is carried on. What 
are the rights of A and B in respect of the renewed lease ? 

Give re*asons. (Incorporated Accountantsi.) 

7. A. M. Khan & Co. issue a notice that they will not be bound by the acts 
of Lewis, who is one of the partners, ('onsider the effect of this notice as between 
the firm and persons dealing wdth it. 

8 . Does the advance of money to a person engaged in business, by way of 
loan, at interest varying with the profits, make the lender a partner, and what is 
the lender's position if the borrower bticomes insolvent ? In what way has the Bank¬ 
ruptcy and Deeds of Arrangement Act, 191.1, affected the law upon either of these 
points? (Incorporated Accountants.) 

9. Summarise the acts by which a partner may bind his firm, and state to 
what extent, if at all, the jiartnership is liable for the torts of one of the partners. 
(Incorporated Accountants.) 

10. " A i)artner. like a trustee, must not make a private gain by reason of his 
partnership in the firm.” Illustrate this statement. On what general principle 
of law' does it r(*st ? (Incorporated Accountants.) 

11. How may n new partner be admitted into a firm ? (Royal Society Arts.) 

12. What is the extent of the interest of a ]»artner in the property of the firm ? 
(Royal Society Arts.) 

13. Wliat powers has a partner of (a) engaging and (b) dismissing employees? 
(Royal Society Art.<i.) 

14. What is the test, and the extent, of the general liability of partners for 
the debts of the firm, and how may it be limited in the case of (a) incoming partners 
and (h) retiring partners ? (Royal Society Arts.) 

15. What are the rights and duties of partners, as amongst themselves, with 
reference to signing checpies, rendering accounts, assigning a share of the partner¬ 
ship, carrying on another business, expelling a member of the partnership? 
(Incorporated Accouniani.^.) 

16. A and H, who. together with C, are carrying on business as agents for the 
sale of motor-cars anil acce.ssories, have discovered that C made a secret profit 
wlien .selling a car in the name of the firm. Ad\ ise A and B as to their rights. 
(Incorporated A ccountants.) 

17. Explain the difference, if any, between the rights of partners in a trading 
concern to borrow money for 1111.sinc.ss purposes as compared with the borrowing 
pow'ors of the directors of a limited liability coTn]>any. (Chartered Accountants.) 

18. It is an implied term of every partner.ship agreement that each partner 
must observe the utmost good faitli and fairness tow-ards his fellow partners. 
Explain and illustrate this statement, and .set out the provisions of the Partnership 
Act, 1890, w'hich apjiear to you to be framed with the object of enforcing such 
implied terms. (Incorporated Aerounfanfs.) 

ig. A and B are partners. How*^ far is A liable to C in respect of contracts 
made with C by B, or of torts committed against C by B? (Royal Society 
Arts.) 

20. What is meant by the term ” holding out ” in relation to a partnership? 

How far is a person w'ho liolds himself out as a partner liable: (a) lor the debts 
owfing by the firm; (?>) for money misappropriated by a member of the firm ? 

(Incorporated Accountants.) 

21. What do you understand by the term ** novation ” as applied to partner¬ 
ships ? Explain fully what is necessary to constitute "novation.” (Chartered 
Accountants.) 

22. What is a partnership at w ill ? How may such a partnership, and other 
partnerships, be determined ? (Incorporated Accountants.) 

23. Define goodwill, and say how it is to be dealt with on a dissolution of a 
firm. To what extent is the assignor of the goodwill bound not to enter into 
competition wfith the successors to the old firm ? (Incorporated Accountants.) 

24. What are the respective liabilities of (a) a partner, (&) a limited partner. 
(c) a dormant partner, (d) a retired partner for the debts incurred by the firm ? 
(Incorporated Accountants.) 
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25. What obligations are imposed on firms by the Registration of Business 
Names Act, 1916 ? Does the law generally impose any restrictions as regards the 
name under which a firm may carry on business ? 

26. WTiat authority is charged with carrying out the provisions of the Registra¬ 
tion of Business Names Act, 1916, and how is it to deal with: (a) misleading 
business names; (b) the removal of names from the register; (c) an alteration to 
be made in the particulars as to any firm, or person, registered under the Act ? 
(Tncorporated Accountants.) 

27. Define a “ firm ” under the Registration of Business Names Act, 1910, 
and state in what manner registration thereof is to be effected, and what par¬ 
ticulars are to be furnislied for registration. (Incorporated Accountants.) 

28. What are the rights of the partners in a trading concern : (a) as to borrow¬ 
ing money for the purposes of the business; (b) as to interest upon capital? 
(C hartcred A ccountants.) 

29. What effect have the folknving upon the constitution of the firm: {a) 

death of a partner; (h) bankruptcy of a partner; (c) assignment by a partner of 
his share ? 

30. Wliat ought to be done to protect the interests of all parties (including 
creditors) : {a) wdion a new partner is admitted ? {h) wdien the firm is dissolved ? 

Can anyone be held to be a partner in law without intending to be one? 
{Chartered Institute Secretaries.) 

31. In what circumstances is a partnership dissolved : («) w ithout having 

recourse to the Court; (/>) by jinlicial proceedings? {Incorporated Accountants.) 

32. State the various grounds on which the Court will decree the dissolution 
of a partnership. What becomes of the goodwill of the firm on sucli dissolution ? 
{Incorporated Accountants.) 

33. In settling the accounts betw'een the partners after a dissolution of the 
partnership, what course iriiist bo adopted in distributing the assets of the firm ? 
{Chartered A ccountants.) 

34. Following upon a dissolution, how^ are the assets of a partnership to be 
applied, and what are included in such assets? {Incorporated Accountants.) 

35 - bu are to be appointed auditor under a partnership deed. The Draft 
Articles of Partnership are sent to you for your opinion and approv^al of clauses 
affecting the accounts. What matters of account would you expect to be men¬ 
tioned in the draft Articles, and state shortly the objects of the clauses ? {Char¬ 
tered Accountants.) 

36 - Mention four clauses wliich you w'ould expect to find in a deed of partner¬ 
ship, and state in each case the effect, if the (leed is silent on that particular 
matter. {Chartered Accountants.) 

37. A, B, and C were partners. C retired, and took no steps to free himself 
from partnership liabilties. Ilis capital on retirement was 10,000. He received 
half in ca.sh, anci left the other half as a loan at a minimum rate of interest of 5^;;',, 
a higher rate on a sliding scale to be paid depeiuhmt on j^rofits. The firm failetl. 
The creditors wdiose claims existed w hen C retired amounted to lo.oot), and there 
are claims subsequently contracted of J )o you consider C is liable for 

either or both classes of creditors ? Give reasons for your answer. {Chartered 
Accountants.) 

.38.. Smith and Jones are proposing to enter into partnership as manufacturers. 
Smith is to provide £10,000 as capital, and Jones £2,500. Jones is to manage the 
business and to devote the wdiolo of his time to it. Smith is to devote to the 
business only so much of his time as he thinks lit. 

You are requested to suggest such provisions, for inclusion in the partnership 
deed, with reference to the accounts and financial matters o*^ the firm as, under the 
circumstances, you consider fair anil right in tlie interests of both jiartners. 
{Chartered Accountants.) 

39. Specify some of the circumstances w-hich w'ould enable the Court to decree 
the dissolution of a partnership upon the ground that it is “ just and equitable.*’ 
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To what remedies is the defrauded partner entitled when he has been led into a 
partnership by misrepresentations? (Incorporated Accountants.) 

40. How far can a partner's share and interest in a partnership be transferred ; 
(a) whc?re he is a general partner; (h) where he is a limited i)artner ? What is the 
transferee's ywisition with regard to: (a) the either partners; (6) the creditors of 
tlie firm? (Incorporated Accountants.) 

41. Upon the sale of a partnership business as a going concern the partners 
obtained a substantial sum for goodwill. What is tlie nature of tlie money so 
obtained, and how should it be dealt with when finally settling matters as between 
the partners ? 

42. In what ways may a partnership be dis.sol\'ed, otherwise than by a decree 
of the Court ? How must the assets be distributed upon a dissolution ? (Char¬ 
tered Secretaries .) 

43. Mention briefly the distinctions (if any) between a sle eping partner and a 
limited partner. 

44. W'hat are the rights, if any', of a limited partner of iiccess to, and investiga¬ 
tion of, the accounts of the partnership and of management of the jiartncrship 
business? (Chartered Accountants.) 

45. In the relations of partners to one another what is tlieir duty- as to: 

rendering accounts; (b) accounting for private profits; (r) competing with 

their own firm ? (Incorporated Accountants.) 
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PARTNERSHIP 
IL Partnership Accounts 

The first thing to do when dealing with partnership accounts is to 
consider carefull}" the financial clauses of the partnership agreement. 
As we have seen, a properly prepared agreement will deal with (a) 
the period, yearly or half-yearly, which the accounts are to cover; 
(b) partners' capital; (c) partners' salaries, drawings, and interest on 
capital and drawings; (d) the proportion in which profits and losses 
are to be divided; (e) the basis of settlement on the death or retire¬ 
ment of a partner, or the dissolution of the firm; (/) goodwill, if any, 
and its treatment; (g) financial restrictions that may be imposed upon 
all or any of the partners. 

If there is no partnership agreement, or if the agreement is silent 
upon any of the above matters, then the Partnership Act, 1890, will 
apply. Under that Act, as already stated, partners are:— 

(i) not entitled to make undisclosed profits out of the firm’s 
business; 

(ii) they must share profits and losses equally; 

(hi) they are entitled to 5% per annum interest on loans; but 
(iv) they are not entitled to interest on capital or to a partner¬ 
ship sadary. 

There are no statutory books, nor is any system of book-keeping 
imposed in connection with partnership. The books suitable for a 
sole trader engaged in a similar business are equally suitable for a 
partnership. But, in partnership, certain accounts to record the 
financial relations of the partners as between themselves are imp)erative. 
The dates upon which accounts are to be made up, and the form in 
which they are to be prepared, are matters of mutual agreement between 
the partners. No creditor or other person has any statutory right to 
inspect the accounts of a partnership unless by consent of the partners, 
nor have any accounts or returns to be filed with any Government 
department.* But partnerships, like sole traders, are liable to get 
into difficulties in agreeing their liability to Income Tax unless they 
produce proper accounts to the Insp)ector of Taxes. 

Capital and Current Accounts.—In the majority of cases the capital 
of a firm is contributed by more than one partner, and this fact must 
be recognised in the partnership books. The combined capitals of all 
the partners in a firm correspond to the single capital of a sole trader 
in that both capitals express and represent the excess of the assets of 
the business over its external liabilities. The proportion in which 

♦ Except that limited partnersliips must be registered, and the regulations of 
the Business Names Act fulfilled, as explained in the previous chapter. 
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capital is contributed in no way affects the proportion in which profits 
and losses are shared, unless there be an agreement to the contrary. 

If the provisions of the Partnership Aciy 1890, are construed literally, 
capital contributed by i)artners is a fixed amount, and can be varied 
only by agreement; and, because losses automatically reduce the 
capital contributed, they should, in theory, be made good. In practice, 
however, losses are allow'ed to stand to the debit of the current account 
until they are Avij^ed out by subsequent profits, or they are transferred 
to the debit of the capital account, as may be agreed. This procedure 
is, in effect, an adjustment of the original contributions of capital 
made wlien the acc.ounts for a particular financial period have been 
prepared and agreed. 

Students are sometimes perplexed by S. 24 of the Partnership Act, 
which states: “ All the partners are entitled to share equally in the 
capital and proiits of the business. . . This does not imply that if, 
for example, A and B are partners and contribute ^10,000 and £1,000 
respectively as capital, H is entitled to a half-share of A’s capital, or, 
upon a dissolution, to half the assets of the partnership. The meaning 
is that, in the absence of an agreement to the contrar}’, profits or losses 
of capital are to be shared equally between A and B. 

A separate capital account is opened for each partner, and this 
account is credited wdth the particular partner's capital contribution. 
For book-keeping purposes, the credit balances of these capital accounts 
are treated as a liability of the firm. 

Drawings.—The majority of partnership agreements authorise the 
partners to withdraw from the busine.ss definite yearly sums in periodi¬ 
cal instalments. These cash withdraw^als are termed draunngs. They 
are not withdraw^als of cajntal, but are partial anticipations of the 
share of current profits to which each partner will become entitled 
when the firm's annual accounts have been prepared. During the 
currency of a financial year, drawings are treated as a debt due to the 
firm,* and are debited as described below. Normally, they are regarded 
as payments on account of profits accniing. Ifiit should a loss be made 
instead of a profit, or should th(^ drawings exceed the profit made, then 
in the first case the whole of the sums drawn, and in the second the 
excess of the drawings, becomes a debt due to the firm, which, in theory, 
should be made good in order to preserve the capital intact. In practice, 
however, debits in respect of drawings are usually carried forward, for 
the time being at any rate, by mutual agreement between the partners. 

There are two methods of recording capital and drawings in the 
partnership books. 

First method ,— Each partner is credited in his Capital Account with 
the amount of capital he has paid in. and also, at the close of the year, 
or other agreed accounting period, with: (a) interest on capital at the 
agreed rate which, usually, is 5% per annum; (6) his share of profits, 
if any; and (c) his partnership salary, if any. The Capital Account is 
debited with : (i) all sums withdrawn by the partner as and when they 
occur, together with interest thereon at the agreed rate, w^hich again 

* See Elliott v. Elliott on p. 21C. 
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is usually 5 % per annum; (ii) the partner's share of the loss, if any; 
and (hi) any goods of the firm which the partner may have withdrawn 
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for his personal use during the ])eriod. / Under this treatment the 
identity of the partner's original contribution of capital is soon lost./ 

Illustration - W. Dickson and (_i. Mc.'Xrthiir are trading in partnership as 
Dickson, McArthur & Co. From the details given below prepare the Capital 
Accounts of the partners as on December 31, 19... 

H. Dickson, balance of Capital Account, January i, ip.-., £5,000. 

G. McArthur, balance of Capital Account, January 1, 19.... £1,000. 

H. Dickson, drawings: April 1, £100 \ July i, ^100; September i, 
£100, 

G. McArthur, drawings: March i, £ioo\ October 1. £jiOo. Goods with¬ 
drawn to December 31, £\^ G.s. Ha?. 

Profits are divisible : two-thirds to H. Dickscm and one-chird to G. McArthur. 

Interest at 5% is allowed on capital and charged on drawings. G. McArthiir 
is entitled to a partnershij> salary of £150 per annum. The final net profit 
after adjustment for the Tntere.st as above for the year was 1,875. [For 
solution, see 'pp. 144-145.] 
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Second method .—Ihe more modern practice is to open two separate 
accounts for each partner, a Capital Account and a Current Account. 
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G. McArthur. 
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Hy this method, each partner's capital is, in conformity with the 
Partnership Act, assumed to be a fixed amount, variable only as may be 
mutually agreed, as indeed actually is the case in many partnerships. 
In addition to the obvious advantage of keeping the Capital Account 
free from cumbersome detail, this practice is supported by several 
legal decisions, and is superseding the older method outlined above. 
The student will therefore be wise, when dealing with examination 
questions on partnership accounts, to adopt this modern method, 
unless it is clear from the opening position that the alternative method 
has been adopted in the past. 

By the modern method, the Capital Account is confined to the 
amount of capital brought forward from the last financial period, 
adjusted as may be necessary to record capital sums subsequently 
brought in or withdrawn by mutual agreement. The Current (Draw- 
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ings) Account is debited and credited with the same items mentioned 
in the first method. Interest on any loan made by a partner to the 
firm is also credited to the partner's Current Account. 

Where a partner withdraws gooih from the business^ a j^ersonal 
account should be opened in the partner’s name in the Sales Ledger 
to record the transaction, and the balance of this personal account 
should be transferred to the debit of the partner's account at the close 
of the financial period, and should not be included aTTU)ngsl sundry 
debtors. Usually, such drawings in kind are cliarged out to a partner 
at or sliglitly above cost price. 

The credit balance of a partner’s ('urreiit .Account represents un¬ 
drawn income from the business, and although a partner is not strictly 
entitled to interest on a credit balance unless the ])artnership agree¬ 
ment provides for interest, yet usualh’ interest is allowed at an agreed 
rate upon a credit balance until it is withdrawn, otherwise a partner 
whose Current Account was in credit would not be treated ecpiitably. 
/if a partner’s Current Account shows a (h‘bit balance, the balance 
should appear as a separate item on the asstds side of the Balance 
Sheet as a debt due to the tirrn./ Ihider some j)artnershii) agreements, 
interest is charged on a debit balance. 

Illustration. 'J'ake the particulars ^<iven in tin* (‘xainple t)n p. 144 and 
prepare separate Capital and Current .Accounts for ll. l>ickson and (i. McArthur 
as on December 31, 10... (For solution, see i^r>. T4(>-T47.} 

Partner's Loans.—Where the partnership deed mentions specific 
amounts as the capital of the partners, then, in the absence of any 
specific agreement to the contrary, any further sums paid in by partners 
are of the nature of loans. If no fixed capital has been arranged, it 
should be made clear in the partnership deed that additional payments 
in are to be treated as loans carrying interest. When a loan is ad¬ 
vanced by a partner to the firm, a separate Loan Account should be 
opened for the partner, and a note should be made, as part of the 
heading of the account, stating the rate of interest payablt? and the 
terms of repayment, e.g. “ Kate of Interest ()% per annum. Loan 
repayable by annual instalments of £250 on the ist of January in each 
year." We have already seen that, in the absence of agreement to the 
contrary, partners are entitled to interest at 5'/o per annum on sums 
advanced by them to the firm as distinct from capital. But, notwith¬ 
standing this statutory right, it is advisable that the partnershij) agree¬ 
ment should clearly declare the method of treating loans and credit 
balances on current account, and the interest to be paid thereon. A 
partner cannot be charged with interest on any sums advanced to 
him by way of loan from the funds of the partnership unless it be so 
agreed. Under common law', loans do not carry interest, except by 
agreement or special custom. 

In addition to the statutory regulations regarding specific loans, as 
described above, the student’s attention should be directed to S. 24 (3) 
of the Act, which says: " A partner making, for the purposes of the 
partnership, any actual payment or advance beyond the amount of 
capital which he has agreed to subscribe, is entitled to interest at the 
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rate of five per cent, per annum from the date of the payment or 
advance.'* Assume, by way of illustration, that A and B are partners. 
A has proceeded abroad, on the firm's business, and his return has 
been unexpectedly delayed, the firm's funds run short, and B is obliged 
to advance, frorn his private resources, £200 to meet wages and current 
nf‘eds. B is entitled to 5% interest per annum on this £200. 

Sleeping (Quasi) Partner. —It has already been stated that by 
S. 2, ss. (3), (//) a person may have “ capital " in a business by way of 
a loan entitling him to receiv^e in lieu of interest an agreed share of 
the profits without incurring the liabilities of an ordinary partner. 
Such “ partners " take no active participation in the business, and are 
known as sleeping or quasi partners, although in effect they are deferred 
creditors, as such loans arc not repayable until all outside liabilities 
have been satisfied. At the close of the financial period, the profits 
of the business having been ascertained, the share due to the sleeping 
partner should be debited in the appropriation section of the Profit 
and Loss Account in the ordinary way, credited to the Loan Account, 
and discharged by payment in due course. 

Jllu'itrafiott. 
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Interest on Capital. —It has already been exy)lained that interest 
on capital cannot be charged unless it has been specifically agreed that 
it should be charged. However, it is the general practice, under the 
First Method explained above, to credit partners with interest at 
an agreed rate, usually 5*^;, pc*" annum, on their capital, or on the 
current balance of their capital accounts. Fhis practice appears to 
confuse some students. But it should be borne in mind that this 
so-called “ interest ” is not interest which in the ordinary sense has 
been earned as such. It is a preliminary appropriation to the credit 
of the partners of a share of the firm's j:)rofits beised upon the amount 
of their respective capitals, and is termed interest for convenience. A 
little thought will convince the student that an allowance ought to 
be made for interest in cases where the capital of the firm is contributed 
in a ratio other than that in which profits and losses are shared. Unless 
this is done, the rights of the partners inter sc will not be adjusted 
equitably. Even in cases w'here the capital is equally held and profits 
are shared pro rata, it is usual and advisable to allow for interest on 
capital, in order that the partners may see what profit has been made 
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by the business over and above the income which investment of the 
capital in outside securities would have produced. 

Illustration i.—The brothers George Dickson (Capital, 10,000) and Hugh 
Dickson (Capital, ;f3,ooo) are equal partners, and devote equal time and energy 
to the business. If no provision for interest on capital is made, George Dickson 
will contribute and risk £j,ooo more capital than his brother, without any 
monetary compensation, although he could obtain, say, per annum from 
outside investment of this sum. If 5% interest on capital is allowed, the rights 
of the partners will be equitably adjusted. 

Illustration 2.—J. McArthur and L. Pirrie are equal partners and have 
contributed 0,000 each as capital. No provision has been made for interest 
on capital. The profits of the firm for the year 19... w'cre stated in their I^ofit 
and Loss Account at £i,Sj$. The partners could have safely invested their 
capital to produce, say, £900 per annum. The actual return for the time and 
work they have contributed and the trading risks they have incurred is therefore 
not /i, 875 but £97^. A provision for interest would, of course, make no 
difference to the ultimate income of the partners, but it would call their atten¬ 
tion to the actual return secured by risking their capital in trade, compared 
w'ith the income they could have obtained from gilt-edged securities, their 
liability in the latter case being limited to the capital at stake, whereas, as 
traders, their liability is unlimitc^d. 

Illustration 3.—Dickson’s capital is /5,ooo, and Chatenay’s capital is 
£2,500. Profits are shared as to three-fifths to Dickson, and two-fifths to 
Chatenay. The profit to be divided is £2,000. If no interest on capital is 
charged, Dickson will get £1,200 and Chatenay £f^oo. If 5% interest is charged, 
Dicl^on will get three-fifths of £1,625 -f- £250 interest — £1,225, Chatenay 
will get two-fifths of £1,625 -f- £125 interest — £775. The discrepancy between 
the capitals of the two partners will thus be adjusted equitably. 

It should be noted that interest on capital ceases from the date of a 
/dissolution of partnership, notwithstanding the time occupied in dis¬ 
posing of the assets or completing the winding-up. In the absence of 
agreement to the contrary', the same rule applies to partnership salaries. 

The interest on capital credited to the partners' accounts is clearly 
an appropriation of the profits of the firm. In actual practice it is 
common to make direct transfers of the interest allowed from the credit 
of the respective Current Accounts to the debit of the Interest on 
Capital Account. Strictly speaking, a Journal Entry should be passed 
through the books as follows:— 
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At the close of each financial period the total balance of the Interest 
Account is transferred to the debit of Profit and Loss Account (pre¬ 
ferably Appropriation Section). 

Interest on Drawings. —Where drawings take place of amounts in 
the same ratio as that in which partners share profits and losses at 
fixed intervals, no particular advantage is gained by charging interest 
on the amounts drawn. But the need for the charge is clear where 
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the drawings of the partners are not in this ratio or are irregular in 
date. Interest runs from the date of the drawing to the close of the 
financial period, and is usually at the rate of 5% per annum. The 
common practice is to provide two extra columns on the debit side of 
the partners’ Current Accounts to accommodate (a) the number of days, 
and (6) the amount of interest on each drawing, as shown in the current 
accounts on p. 146. Theoretically, when these debits are made, corre¬ 
sponding entries should be passed to the credit of Interest on Drawings 
Account. But in practice the debits are collected at the close of the 
financial period in one journal entry as follows:— 


JOURN.\L. 

Dr. Cr. 


19... I 

Dec. 31 Sunclrifs : Dr. 

(i. McArthur ....... 

! \V. I'. Dreer . 

i H, llprifhard ....... 

! To Interest on Drawings Aoroiint 
I I'Or interest at 5% per annum on partners’ drawings 
for the year ended December 31, 19... 
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Illustration ,— Abel Chatenay and Alfred Colomb are partners who have 
contributed capital equally, and share profits equally. 7 'here is no agreement 
concerning drawings, or for charging interest thereon. During the year 19..., 
Chatenay’s drawings were: July i, £200; December i, £200, Colomb's draw¬ 
ings were: March I, 300; May 1,^200; July i, £300; October i, ;£200; De¬ 
cember 1, £400. Chatenay therefore withdrew ;f40o and Colomb 1,400. It 
is to be presumed that the difference of £1,000 could have been employed 
profitably in the business. Certainly it could have been invested safely and 
earned interest; indeed. Colomb could have invested the £1,000 to his own 
profit. Unless, therefore, interest is charged on the drawings, Colomb will 
benefit at the expense of Chatenay. 


It should not be necessary to remind students of advanced book¬ 
keeping that partners* drawings are in no sense a charge against profits. 
They are merely instalments paid on account of profits which are 
assumed to be accruing to the business. If that assumption proves 
incorrect, then drawings in excess of the ascertained profits are debts 
due to the firm. These remarks arc here obtruded, because, in the 
author’s experience, some candidates make the serious error of prin¬ 
ciple of debiting drawings to the Profit and Loss Account when answer¬ 
ing examination questions. 

In practice, direct entries are usually made, debiting Interest on 
Capital Account, and crediting the partners* Current Accounts with 
interest due on capital, and crediting Interest on Drawings Account and 
debiting Current Accounts with interest on drawings. If Journal 
entries are made, as from an academic point of view they should be 
made, they would appear as shown on p. 152. 

Partnership Salaries. —It has already been explained that partners 
are not entitled, as a matter of right, to a partnership salary, no matter 
what services they may render to the partnership business. But in 
some partnerships, one (or more) of the partners may devote more 
time, or greater technical skill and experience, to the business than the 
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other partners. It is usual to recognise this greater devotion or skill 
by means of a partnership salary, paid or credited to the partner (or 
partners) concerned. Junior partners frequently recci\'e a fixed salary, 
and a small share only of the profits. Such salaries are charged against 
profits prior to division. If partnership salaries are paid in cash at 
agreed inter\’als, they may be posted direct from the Cash Book to the 
debit of Partnership Salaries Account. But, under most agreements, 
the more usual method is to credit the partners’ Current Accounts at 
the close of the financial period with the salaries due, and to debit 
Profit and Loss Account with the same amounts. In practice, the 
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transfers are usually made direct, but, theoretically, journal entries 
should be made. Where a partnership salary is one of the adjustments 
required by the terms of an examination question, the necessary entry 
is:— 

jorKNAL. 

Dm. Cr. 


19... 
Dec. 31 j 

i 


Profit and Loss Account .... I)r. 

To G. McArthur, Current Account 
For partnershij) salary for the year ended December, 
31. J 9 ... 



; 


5. : (i. i 

o 1 n ■' i 


In the absence of a note as shown above in Journal form, examination 
candidates usually make the Profit and Loss charge correctly, but are 
apt to overlook the compensating entry in the current account as set 
out in the Balance Sheet. 

Illustration. —A. Chatonay and T. Testout each contrif^utc £^,000 as capital 
and share profits c'qiially. Chateiia\' rjwns and works a ^arrn, and devotes but 
three days a week to the partnership business. Testout gives his whole time 
to the business. Jt was agreed that, prior to the division of profits, Testout 
should be credited with £450 per annum as a partnership salary. The profits 
of the firm, after providing for all charges except I'estout’s salary, were £3,264. 
Interest is allowed on capital and charged on drawings at 5% per annum. 
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Testout’s drawings were and the charge for interest thereon was £23 6s. Sd. 
On January i, the credit balance of Testout's Current Account was 

£y6 I os. 5d. Prepare the final section of the firm's Profit and Loss Account, 
and Testout's Current Account as it would appear in the firm's Balance Sheet 
on December 31, 19... 


Chatenay & Testout. 


PROFIT AND LOSS ACCOUNT (FINAL SECTION) FOR THE 
YEAR ENDED DECEMBER 31, 19... 

Cr. 


To Partnership Salary . 

,, A. Chatenay, Half-share 
of Profits 

„ T. Testout, Half-share 
of Profits 

fAAoy 

1,407 

C 

450 

s. 

0 

d. 

0 

By Balance brought down 

£ 

3,264 

5. 

0 

d. 

0 



2,814 









jC 3 i 264 

0 

0 


£3.264 

0 

0 


JVote .—The Interest on Capital and Drawings should also appear in the Final Section, but the question 
indicates that these have been adjusted in the earlier section of the Profit and Loss Account. 


BALANCE SHEET, DECEMBER 31, 19... 
(Liabilities Side Only.) 


Capital:— 

A. Chatenay 
T. Testout 

Current Account:— 

T. Testout; 

Balance, December 31, 19... 
Interest on Capital 
Partnership Salary 
Share of Profits 


Lfss Drawings . 
Interest thereon 


£9f>8 

23 




. 

1 




£ 

s. 

d. 1 

£ 

r. 


5,000 

0 

0 




5,000 

0 

0 





— 

— 

10,000 

0 


76 

zo 

5 



. 

250 

0 

0 




I 450 

0 

0 




1 1.407 

0 

0 




2,183 

10 

5 



0 






8 






— 

991 

6 

8 







1,192 

3 


d. 


If, in the illustration given on p. 152, the capital of the partners 
was not fixed " in amount, Testout's Capital Account would be set 
out in the Balance Sheet as follows:— 


BALANCE SHEET. 
(Liabilities Side Only.) 


Capital:— 


£ 

s. 

d. 

£ 

S. 

d. 

T. Testout: 








As per last Balance Sheet 


5,076 

10 

5 




Interest on Capital 


250 

0 

0 




Partnership Salary 


450 

0 

0 




Share of Profits for the year 

• 

L4O7 

0 

0 






7 , >83 

10 

5 




Less Drawings . 

£968 0 0 







Interest thereon 

23 6 8 









99 X 

6 

8 









6.192 

3 

9 


F 
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Losses. —Losses must, of course, be debited in the agreed propor¬ 
tions to the partners' Current Accounts, and the final balances of these 
accounts, if in debit, must be set out on the Assets side of the firm's 
Balance Sheet. Unless the partnership articles otherwise stipulate, 
or further working capital is required, partners, in practice, do not 
make good a shrinkage in the original capital contributed by them, 
except, as explained later, in the event of dissolution. It is usual, 
however, for the Articles to provide that interest at a rate agreed shall 
be charged on the debit balances of Current Accounts until made 
good. If this is not done, partners whose Current Accounts remain in 
credit are not equitably treated. 

Examination candidates are advised to prepare a partnership Profit 
and Loss Account in two sections. The first section will show the de¬ 
tailed charges to be met out of the gross profit brought from the Trad¬ 
ing Account. The resulting balance, representing the net profit or loss 
divisible between the partners, will be carried to the second section, 
in which the division of the balance will be shown. By this method, 
the net result of the year's trading appears clearly as a separate figure, 
and is quickly available when the information is required, or compari¬ 
sons with former years have to be made. Moreover, this method saves 
the time of the examiner! The practice frequently adopted by 
candidates of completing the debit side of the Profit and Loss Account 
by entries representing the share of profits due to the partners is not, 
of course, inaccurate, but it is out of harmony with usual business 
practice, and it compels an examiner to work an addition sum in order 
to secure the information he seeks ! 

Sometimes, partnership Profit and Loss Accounts are prepared in 
three sections. Section I shows the actual net trading result; Section 
II the details of interest on capital and on drawings, partnership salaries, 
and other similar partnership adjustments; Section III, the division 
of the resulting balance between the partners. This method facilitates 
the preparation of Income Tax returns, and shows the trading results 
at a glance as distinct from mere partnership allocation. 

Illustration. —George, Hugh, and Robert Dickson trade as Dickson Brothers. 
Profits are divided: one-half to George, and one-quarter each to Hugh and 
Robert. Interest at 5% is allowed on capital and charged on drawings. The 
capital is fixed, and is held as follows: George, ^10,000; Hugh, ;£5,ooo; Robert, 
;f3,ooo. At the close of each year a partnership salary of ;£3oo is to be credited 
to Hugh, and one of £200 to Robert, The following balances appeared in the 
Trial Balance of the firm on December 31, 19...: Trading Account (Credit 
Balance), 4,299; Office Salaries, Office Expenses, Reserve 

for Bad Debts, January i, 19..., £320; Sundry Debtors, £H,4^o\ Discount 
Account (Credit Balance), £3y\ Ofhee Furniture, £740; Machinery and Plant, 
;£3,46 o; Office Rent, Rates, Heating, Lighting, £942 ; Loan at 5% per annum 
from George Dickson, £2,000; Travellers' Salaries and Commission, £3,270; 
Carriage Outwards, ;£374; Advertising, £^45 ; Bank Interest and Charges, 
£139 \ Bad Debts, £277. Partners' drawings: George, £1,230 interest thereon, 
£29; Hugh, £^72, interest thereon, £19; Robert, ;£985, interest thereon, £22, 
Partners' Current Accounts on January i, 19...: Credit Balances, George, £949; 
Hugh, £227; Debit Balance, Robert, £319, Robert Dickson, for goods had, 
debit balance, £79. A provision for bad debts equal to 5% on the Sundry Debtors 
is to be made. Depreciation is to be provided as follows: Machinery and 
Plant, 15% per annum; Office Furniture, 5% per annum. The interest at 
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BALANCE SHEET, DECEMBER, 31, 19.. 

(Partners’ Accounts Only.) 


156 


HIGHER BOOK-KEEPING AND ACCOUNTS 




SO 

O 


0000 


0000 




O' d o^ 
•-I 00 d r- 
nr> Qi 


vr> 

O 




O' 

Ov 

d 


8 ?. 
d M 


- o 

x: 


if 

<D O 

•fc* o 


c 

o 


a 

3 

c 

rt 


'S . 


„ -3 ° ’ 
2i. 

pJ 5 £ 


•M ^ 


C •rj 

9 

g|<p«o 
u 


.1 

'Hi 


00 

0 


•xi 000 

0000 

0 0 

0000 

0 0 


000 

0000 

0 0 

0000 

0 0 

1 

000 
000 
'Hi 0^ 0^ 0^ 

0 10 rn 

M 

O' 0 0 CjO 

^0 0 C \ 

O' *-• »OQO 

IH 

t'- O' 

r'^ 

^ d 

CO IH 

t-^ 0 0 O' 
d 0 

d CO d O' 

vC •-• 

d O' 

r>. 00 

»H 

1 

_ i 


ua 

o 

& 

I 

Q 


5 

9 ^ 3:3 
, Q-Q 

I. 4 > ® 'P 
- £?'? « 

c3 


O' 

I ^ S ■ s. ^ 

a o 9 cj c •«.A 

3 ^ g O O M 

a S Sfi 

g-S 

(j 


O O' 

M-) d 


'Hi 

n 

o 

s 

0) 

• ^ 
10 -M 
bO^ 

•S g 

>$ l-l 

2- 

q£ 


O' 

" b'^ 13 

_IS "S <D 

&•>> 


•• ^'^'3 » 

« 3 9 * 0 £ 

^ ^ fO ^» o 


d O' 

Ch w 

00 

'Hi 


‘ x: 

I- 

|§ 
Sii 
a 


^ S-S ® fc «3 

J2L i2 -M ^ w »-i 


g ^3 S § ^• 

^ O 'H «« 
►« « 13 P 

a; 


I P 

J.S 

a. a 


O 

r 









PARTNERSHIP ACCOUNTS 157 

5% P®^ annuBd on George Dickson's loan must be provided for. Prepare the 
firm s I ront and Loss Account for the year ended December 31, 19..., and show 
the position of the partners as it would appear in the Balance Sheet at the same 
date. 


EXAMINATION QUESTION. 

On December 31, 19..., three partners had the following amounts at the 
credit of their Capital Accounts: A, £^,000: B, ;£3,ooo; C, £2,000. 

On January 1 previous, they had to the credit of their Drawing Accounts: 
A,£ 75 <^> B, ;£5oo : C. 3^400. 

ITofits are divided in the same proportion as the capital, up to £2,000. Above 
that amount. A gets 25%. B 35%, and C 40%. 

A drew during the year 19..., £soo\ B drew during the year 19..., ;i40o; C 
drew during the year 19.,., ^^300. 

The profits for 19... amounted to £^,000, before charging interest on capital 
(to which all are entitled) at 4%. 

Give the Drawing Account of each partner on December 31, 19..., interest on 
drawings to be ignored. {Chartered Accountants—Intermediate.) 


A. DRAWINGS ACCOUNT. 

Cr. 


1 ! 


5 . 

d. 

19 ... 



i £ 

s. 

d. 

Dec. 31 To Cash . 

:i 500 

0 

U 

Jan. I 

By Balance 


7tO 

0 

0 

,, 31 1 ,, Balance carriftd ■ 




Dec. 31 

,, Interest on Capital 

i; 200 

0 

u 

I flown . . ; 

jj x,6oo 

0 

0 

». 31 

Share of Profits . 


1 X.X50 

0 

0 

; 1 

Ii £2,100 

0 1 

0 




: £2,100 

0 

0 

i 1 




19... 



! 

■M 


: 1 




Dec. 31 

By Balance brought 





; i 

ii 



1 

_1 

down 


1 1.600 

0 

0 


B. DRAWINGS ACCOUNT. 


Pr. 


Cr. 


1 

19..- ! 


{ 

S. 

d. 

19... 



£ 

5 . 

d. 

Dec. 31 i To Cash . 


400 

0 

0 

Ian. X 

By Balance 

500 

0 

0 

.. 3X I „ Balance carried 





Dec. 3x 

.. Interest on Capital ■ 

120 

0 

0 

down 


1,030 

0 

0 

„ 31 

., Share of Profits . 


8x0 

0 

0 

; 


£1,430 

_o. 

0 




)Cx ,430 i 

1 0 i 

0 

! 1 

i 

i 




1 

19... 






i 




Dec. 31 

By Balance brought 





:. 





down 


1.030 

0 

0 


C. DRAWINGS ACCOUNT. 

Dr. Cr. 


19... 

1 . . ■'■"■■'n 



d. 

19... 



£ 

4. 

d. 

Dec. 31 

To Cash . 


300 

0 

0 

Jan. I 

By Balance 


400 

0 

0 

M 3 * 

.. Balance carried 





Dec. 3x 

., Interest on Capital 


80 

0 

0 

down 


820 

0 

0 

0 31 

Share of Profits . 


640 

0 ! 

0 




£1,120 

0 

0 




£1,120 ^ 

0 

0 


j 





19... 
Dec. 31 

By Balance brought 












down 


820 

0 

0 
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PROFIT AND LOSS ACCOUNT FOR THF, YEAR ENDED 
DECEMBER 31, 19... 


To Interest on Capital:— 
B 

C . . . 

„ Balance carried down 


By Balance brought down 


I 400 loo 
2,600 j o o 

£ 3 ,(K)o I q i o 


To A : i X of i'2,000 

2 ^% of Balance 

„ B : y!-. of L2,ooo 

35 ?o of JJalauce 

,, C : VX of i 2.000 

40% of Balance 


By Balance brought down 


1,150 o o 

810 o o 

[ 640 o o 

•• £ 2 , 6 iX* I O I O 


Portion of Junior Partner’s Share Borne by Another.—Not infre¬ 
quently in practice, a junior partner is admitted on the understanding 
that the whole or a portion of his share of the profits and p>artnership 
salary is to be borne by a senior partner. The sons of senior j>artners 
are sometimes introduced into the firm on some such arrangement. 
Such agreements involve no book-keeping difficulties, but they seem to 
confuse some students when confronted with them in examination 
questions. 

Illusifalien i,—George Dickson and G. McArthur arc equal partners. 
They agree to admit Dickson’s son, Hugh, as a partner on January i, 19..., 
and allow him one-ninth share of the profits, such share to be borne by George 
Dickson. For the year ended December 31, 19..., the profits w’ere ;i8,649. 
The division of profits would be as follows:— 

Dickson & McArthur. 

PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 
DECEMBER 31, 19... 

(Appropriatio.n Section.) 


To George Dicksou :— 

Share of Profits /J4,324 10 o 
L«5 Transfer to 


„ G. McArthur, Share of Profits . 


: 

! 



C 

i 1 

s. 

d. 

■ i 

ii : { 

By Balanr e brought clown . . ; 8,649 

0 

0 

■; 3,363 |io: 0 

1 



1 4,324 |io, 0 

1 [ 0. 0 



' i 



1 £8,649 j o| 0 

, :_i_. L_ 

i £8,649 

_____ i-_ 

\ ^ 

0 


Illustration 2.— Dickson and Cliatenay, equal partners, admit McArthur as 
junior partner. The capital, bearing interest at 5%, is hold as follows: Dickson, 
0,000; Cliatenay, £%,ooo, McArthur is to pay in £2,000 as capital. Salaries 
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are to be credited as follows: Chatenay, £450; McArthur, £300. McArthur 
is to have one-eighth of the profits, but as Dickson is to be relieved of regular 
attendance at the office, it is agreed that as between Dickson and Chatenay 
one-half of McArthur’s share of the profits and £200 of his salary is to be borne 
by Dickson. 


Dickson, Chatenay & McArthur. 


PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 
DECEMBER 31, if)... 

Ch. 


To Interest on ('avital: - 

Diekson . /.^oo o o 

('hAtenav . . 400 <* «> 

McArthur . . xoo o o 


r.irtncrship Salaries : - 
Chatenay . ./,4.So o o 

McArthur . . 300 o <1 


,, McArthur tjf Ihilance . 
,, n.il.itu e rarrieti flown 


£ 



Hy Balaiir r hrouftlil fli'wn 


I, non j o j o 

750 i o: o 
1,010 ; o o 
7,070 I O • f) 


i i 


i: i I s. «. 

ji 9.830 j O o 

i ' 

!, I i 

' I I 


'■ <.9.830 i OI o 


To Dickson. 
,, Chatenay 


3.887 'loi o Hy Balance brought down 

3.887 iio' o Dickson : 

! \ r>f McArthur’s 

I share . . £505 

I McArthur’s salary 200 


(,7.775 ‘ OjO 
i I 


7,070 


O O 1 ! j 

O o i: ; 

-!: 705 ! o o 


Ij 0,775 ! 01 o 


DICKSON'S CURRENT ACCOtTNT. 


To P. & L. Account 
,, Balance carried down 



... 

. • .. -.—i— 

..... 

--- 

: £ 

s.\d. 

il £ 

5. 

d. 

705 
: 3.182 

0; 0 
loj 0 

By P. A- L. Account . . . jj 3,887 

i' 1 

10 

0 

1 £3.887 1 

iioi 0 

1 . * 

;!£ 3.««7 

10 

JO 

. ! 

rr 

„ Balance brought down . . ji 3,182 

zol 0 

1 


Sometimes a junior partner is admitted to a firm on the basis of a 
small share of the profits, accompanied by a senior partner's guarantee 
that the share of profits shall not be less than a named sum. Assume, 
for example, that A and B admit C to partnership with one-tenth share 
of the profits, A guaranteeing that C's share of profits shall not be less 
than £1,000 in any one year. If C's share of the profits at the close of 
any one year, amounted to, say, £875 only, then £125 must be debited 
to A's Current Account and credited to C's Current Account to transfer 
the amount. In the Appropriation Account, C will be credited with 
£875 only. If the minimum amount has been guaranteed* by the firm, 
and not by an individual partner, the sum required to make up the 
guaranteed amount must be deducted from the shares of the other 
partners in the proportion in which they share profits. 

Illustration .—A and B are partners. They admit C as a partner on the 
understanding that his share of the profits shall not be less than ;£i,200 in any 
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one year. Profits are shared in the proportion one-half to A, three-eighths to 
B, one-ei^th to C. The profits for the year ended December 31, 19..., were 
;f7,8oo. The division of profits would be as follows:— 


A, B & C. 


Dr. 


PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 
DECEMBER 31, 19... 

(Appropriation Section.) 


To A, Share of Profits £3,900 o o 

• Lesis Transfer to 

C,i of £225 . xaS II 5 

,, B, Share of profits 2,935 o o 

• Less Transfer to 

C,:'of £225 96 8 7 


,, C, Share of Profits 
• /I Transfer 

from A 
Transfer 
from B 


975 o o 

ic8 II 5 
8 7 


Cr. 


-- 

— 




s. 

d. 

ii £ 

Bv B.ilance brought down . . l! 7,800 

11 

3.771 

8 

7 

ii 

■i 

2.828 

II 

5 

! 

Ii 

' i| 

! 1,200 

0 

0 


:■ £7.800 j 

0 

0 

i; £7,800 1 



-• 

-z. --- “v .. ■ - ' 


I. d. 
O I o 


• These transfers o.in be made direct between the partners’ current accounts, as explained above. 


Where there is agreement between two or more partners for part¬ 
nership salaries, the position is somewhat more complicated when the 
profits available arc insufficient to meet partnership salaries and interest 
on capital. 

Illustmtion.--Dickson, Chatenay, and Uprichard are partners. Capital 
bears 5% interest and is held as follows: Dickson, ;f6,ooo; Chatenay, ;i5,ooo. 
Dickson and Chatenay are equal partners. Uprichard, Dickson's nephew, 
was admitted to partnership on the terras that he was to be paid ;f3oo as a 
partnership salary, ;fioo of which is to be borne by Dickson, and one seventh 
of the profits, also to be borne by Dickson. Dickson and Chatenay each take 
half of the profits. For the year ended December 31,19.... the profits were 30. 
The Profit and Loss Account and the partners' Current Accounts would appear 
as follows:— 


Dickson, Chatenay & Uprichard. 


Dr. 


PROFIT AND TX)SS ACCOUNT VOK THU YEAR ENDED 
DKCEMREK 31, 19... 


Cr. 


To Partnership .Sal.iry (Uprichard) . 
„ Intcre.'st on Capital • :— 

Dickson . . £300 

Chatenay , . 250 


i 

1 £ 

s. 

d. 

j 200 

0 

0 

1 550 

d 

0 

!: £ 75 «! 

o' 

0 


By Balance hroijRht down 
,, Dickson, Share of J^ss 
,, Chatenay, Share nf Loss 


£ 

430 
I bo 
160 


h £750 


• In the above illustration it is assumed that, as is usual in practice, the agreement provides that 
interest on capital is to be credited even when profits are insufficient to meet it. In the absence of such 
agreement, interest would be " abated ’’ in profiortion to capital in order to adjust it to the amount of 
profit available to meet it, in view of the provisions of S. 24 [4], Partnership Act, 1890 (sec p. 130). 
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i6i 


Du. 


19... 
Dec. 31 

» 31 
>. 31 


DICKSON, CURRENT ACCOUNT. 


To Transfer, U’s Salary 
„ Share of Loss 
„ Balance carried down 


Cn. 



£ 

s. 

d. 

19... 



£ 

s. 

d. 


100 

0 

0 

Dec. 31 

By Interest on Capital . 

,, Transfer, U’s 4 Share 


300 

0 

0 


160 

0 

0 

>. 31 





85 

14 

3 

of Loss of £^20 


45 

14 

3 


£345 

111 

J 




! 

to 

11 

J. 





19... 




mmam 






JaiK I 

By Balance hroufj^ht down 


85 

^1 

1 ^ 


CHATENAY. CURRENT ACCOUNT. 

C*. 


19... 
Dec. 31 
>. 3 X 

To Share of Loss 
,, Balance carried down 


£ 

ifiO 

90 

\ 

X.! d. 
<1; 0 

0! 0 

1 

19... 
Dec. 31 

By Interest on Capital . 


£ 

250 

0 

0 p. If 




£250 1 

1 oi 0 




£250 

0 





I 

1 

19... ! 

Jan. I 1 

By Bal.ince brought down 


90 

I 

1 1 

0 


URRICHARD. CURRENT ACCOUNT. 

Dr, Cr. 


19... 1 

.1 

45 |» 4 i 3 

19.-. 

1 .. “i 


£ 

5. 

d. 

I!>ec. 31 ! To Transfer from Dick- 


Dec. 31 

I 4 v Partnership Salary . 


200 

oi 

0 

1 son, Share of Loss 

,, 3X ; ,, Balance carried down 

1 

.. 

1 ,, Transfer Salary from 





'• 

254 j 5 | 9 

j Dickson 


100 

0 

0 

i 


£300 i 0! 0 


1 


£300! 

0 

0 

■ i 

i 

1 1 

19... 





r 

1 

. >1 

i:_i ! 

J.an. I 

j By Balance brought down 

_i_ _ _: 


254 

5 

9 


This illustration should be compared with that on p. 159; in the 
latter the agreement for the adjustments was between Dickson and 
Chatenay only, whereas in the above illustration the agreement is 
between all the partners, hence the different treatment in the books. 

Goodwill in a Partnership.—Goodwill in its general aspect has been 
considered at pp. 90-93. In this place, we deal with the asset as and 
when it may occur in a partnership. Goodwill does not appear in the 
vast majority of partnership accounts. But certain events may com¬ 
pel the assessment of this asset. These are: [a) dissolution of partner¬ 
ship ; (b) the death or retirement of a partner; (c) the admission of a 
new partner; and (^/), often overlooked in practice, a change in the 
Profit and Loss sharing ratio. Probably, the majority of present-day 
partnership agreements define the basis upon which in case of need 
goodwill is to be valued. The student will understand the need for 
making an adjustment for goodwill in partnership accounts, when he 
reflects that upon the happening of any of the events (a), (6), (c) men¬ 
tioned above, a new firm is brought into being. 
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For example, A and B, equal partners, have traded as A, B & Co. 
for fifteen years, and built up a prosperous business yielding an average 
profit of £5,000 per annum. To cope with increasing trade, they admit 
C to partnership; who, although he has done nothing to create the 
goodwill obviously attaching to the business, would be entitled to his 
proportionate share of the profits derived from the goodwill, and to a 
share in the value of that asset should dissolution or death occur. In 
order, therefore, that the claims of the old partners who built up the 
goodwill may be dealt with equitably, it is decided to compensate them 
by creating a Goodwill Account, and to credit each of them with £5,000, 
being two years* average profits. 

Consider a somewhat extreme case by way of further illustration 
of the need for taking goodwill into account on the admission of a new 
partner. A and B admit C to partnership on the terms that he is to 
pay in £3,000 as capital and to have one-fifth of the profits. Goodwill 
is not taken into account. Unforeseen circumstances arise, and the 
business has to be sold three months after C/s admission. The goodwill 
realises £5,000. C is thus entitled to his share of this paper profit of 
£5,000, notwithstanding that he had no part in creating the goodwill. 

Again, D, E, and F have together built up a prosperous business. 
If D should die, would it be equitable that E and F should succeed 
to the whole of the goodwill to the exclusion of the representatives of 
D, who presumably took a prominent part in its foundation ? 

Admission of New Partner.—The admission of a new partner is the 
most common occasion for the creation of a goodwill account in partner¬ 
ship books. 

Illustration .—A and B are partners in an old-established V)usiness. The 
Balance Sheet of the firm at December 31, 19..., was as follows ;— 


A&B. 


Capital;— 
A . 

B . 

Creditors 


BALANCE SHEET, DECEMBER 31, 19. 


D0.000 i, I 

8,000 jj 1 I 

-:! jM,oof> I <}: o 

. j: 2,(»85 I o I o 

j! />o.685 • o j o 


Sundry Assets . 
Cash at Bar)k . 


i ^ /: ! --f. 

i| 18,700 j o 

ii 1,985 ;0 




j /, 20,685 j o 


On January 1, iq it is agreed to admit to partnership C, wdio is to pro¬ 
vide ;£4 ,ooo as capital and to pay A and B 1,000 by way of premium for a 
quarter share of profits. C’s cash resources do not, however, exceed £^,ooo, 
and he pays this in as capital. In lieu of the premium otherwise payable in 
cash, it is agreed that a Goodwill Account of should be created, and a 

similar amount should be credited to A and B in the same proportion in which they 
share profits. The old partners thus surrender their claim for the cash premium, 
and become creditors of the firm for their respective shares of the goodwill 
credited to their Capital Accounts, and also benefit from the interest accruing 
on the additional capital standing to their credit. The Balance Sheet of the 
new firm would appear as follows:— 
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A, B & C. 

BALANCE SHEET, JANUARY i, ig... 





i 

s. 

d. 


£ 

5 . 

d. 

Capital: — 





Goodwill ..... 

4,000 

0 

0 

A . 

£12,000 




Sundry Assets .... 

18,700 

0 

0 

B . 

10,000 




Cash at Bank .... 

5,985 

0 

0 

C . 

4,000 










1 26,000 

0 

0 





Creditors . 


1 

0 

0 







1428,685 




428,685 

0 

0 


■ -- 

- -r--.' 


1 

—. . . 

; 

— 

-- 


Premium for Admission of New Partner. —Frequently, the claims 
of the founders of a partnership goodwill are recognised by a new 
partner paying an agreed sum in cash as a premium for his admission 
to the firm and a share of its goodwill. There is no need, in such cases, 
to open a goodw'ill account in the books, or to make any entries whatever. 
The transaction is a private one between the old partners and the new 
partner, and docs not affect the financial position of the firm. But the 
partners may desire to have a record of the transaction in the books of 
the new firm, and this could be done in the manner shown below, or by 
means of the alternative entries given in the illustration at p. 164. 

Illustration ,—A and B arc equal partners. They admit C to partnership 
as on January i, ig..., on tlie terms that he is to pay £2,000 premium for his 
admission and to introduce £;^,uoo as capital. 


Dr. 


CASH BOOK. 


Cr. 


It)... 



' 4 

s. 

cl. 




i 4 

s. 

d. 

Ian. 1 

To C, Cush : - 


j 










Capital 43,000 

.3 

I 






i 




( 'rood will .:,ooo 

2 











' . 


I 5 »<»oo 


0 







2 


GOODWILL 

ACCOUNT. 




2 

Dr. 









Cr 


19... 



c 

s. 

,1. 

10... 



4 

s. 

d. 

Jan. I 

To Transfer - 





]an. X 

Bv Cash K ) . 

I 

2,000 

0 

0 


A’s Capital .\('f oiint 


1,000 

0 

0 








B'h Capital .Account 

5 

: 1,000 

0 

0 




i. 



3 


c. 

CAIUTAL 

ACCOUNT. 




3 

Dr. 









Cr 



.. ! 


1 

! 4 

s. 

d. 

19 ... 


.“i 

1 

4 

s. 

d. 







Jan. I 

By Cash . 

J 

3,000 

0 

0 

4 


A. 

CAPITAL 

ACCOUNT, 




4 

Dr. 









Cr 


I 



1 ^ 

s. 

J. 




4 

s. 

d. 



i 

! 



]an. I 

By Balance 


5,000 

0 

0 



!i 




,, Goodwill Account 

2 

1,000 

0 

0 

■ . I 

I 



i 

i 






46,000 

0 

0 
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5 B. CAPITAL ACCOUNT. 5 

Dr. Cr. 





|! £ 

5 . 

d. 

19... 



£ 

s. 

d. 


1 





Jan. I 

By Balance 

v' 

5,000 

0 

0 


1 


jj 



*. I 

,, Goodwill Account 

2 

1,000 

0 

0 




1 






1^.6,000 

7 

0 


Illustration, —B. Black and W. White are partners and share profits and 
losses as to two-thirds to Black and one-third to White. Black contributed 
£10.000 capital, and White £7,500. They admit to partnership G. Green, who 
is to pay in £5,000 as capital and £3.000 by way of premium for admission. 
Green stipulates that the premium shall be left in the business in order to 
strengthen the firm’s financial position. The necessary entries are as follows:— 


Black & White. 

32 CASH BOOK. 

Dr. 


To Green:— 


P.L. I| i 

sJ.. 

1 

Capital 

£5,000 

3 i 



i Premium 

1 

3,000 

1,2! : 

; 8,CKX> 1 

0-0 

: 

. i 


32 

Cr. 



Dr. 


PRIVATE LEDGER. 

B. Black, Capital Account. 


Cr. 


i 


! 

i 


i ^ 

s. 

1 By Balance . 

, ,, i Premium from 

c'b. 

! 10,000 

0 

; Green . 


! 2.000 

0 ; 

1 

! 


' /,■ 12,000 

0 j 


2 


W. White. Capital Account. 


2 


Dr. Cr. 


i! 

i’ £ 

s. 

d. 



I if ; 

d. 




j By Balance . 


: 7,500 ! 0 

0 

i! 

ii 



1 ,, J Premium from 

C.B. 




! Green . 

i 

1 i 

i 1 ,000 ' 0 i 

ij_j_ 

0 

!! 



! 

i 

! 

ij £: 8,500 10 

0 


3 G. Green. Capital Account. 

Dr. 


3 

Cr. 


i I 

L 

i ! 


J By Cash 



i £ 

s. 

j 5,000 

0 


If no agreement was made regarding the retention of the premium in 
the business, but there w'as a desire to record the payment of the premium 
in the books of the firm, the only entries would be :— 













I)R. 


PARTNERSHIP ACCOUNTS 

CASH BOOK. 


165 


c«. 


To Green - 
Capital . 
Premium 


£5.000 

3,000 


8,000 


By Cash :— 
Black, I Prc* 


mium £2,000 

White, i Pre¬ 
mium 1,000 


! 3.000 


The above transactions would be posted as follows:— 

Capital, C). (ireen, ;f5,ooo, to the credit of his Capital Account in the Private 
Ledger. 

Premium, £:\,ooo, as to ;f2,ooo (two-thirds) to the credit of Black's Current 
Account, and as to £i,ooo (one-third) to the credit of White's Current Account. 

Cash, £^,000, as to £2,000 to the debit of Black’s Current Account as an 
ordinary drawing, and as to 1,000 to the debit of White’s Current Account. 


i:XAMINATION QUESTION. 

F and (t agree to admit H as a partner as from January, i, ig..., upon the 
h)llowing terms; (a) H to bring in £5,000, of which £1,500 is to be regarded as a 
premium and credited equally to F and G. (b) Profits to be divided as follows: 
F and G, two-tifths each; H, one-fifth. 

The Balance Sheet of F and G at December 31 last, was as under:— 

Liabilities. 


Creditors 
Cajjital— 

G .’ 


£H,50o 

8,500 


£ 5 . d. 

5,790 10 o 


17,000 o 


Assets. 

Plant, etc. 

Less Depreciation 

Debtors 
Less Provision 

Stock 

Bank 


£22,790 10 o 


I 

Draft the Balance Sheet of the new firm on January i 

Solution. 

CASH BOOK. 

Dk. 


T9... 

Jan. I 


i To Cash. H 
{ Capital 

! PrtMiiiuin:— 

j F . . £750 

i G . .750 


I 


£ \s.\d] 

: ! 

3,5tM.) ; o j « 


3,500 I o • o 


£15,300 

3,300 

. 4,600 
. 940 


s. d. 


12,000 O O 


3,660 

5.720 

X,410 


£22,790 30 O 



F, G & H. 


Ca||ital:— 

G '. ; 

H . 

Creditors 


BALANCE SHEET, JANUARY i, 19 .. 


£9,250 

9,250 


! £ 

s. 

d. 


£ 

S. 

d. 




Plant, etc. . £15,300 







l.ess Depreciation . 3,300 








32,000 

0 

0 




Debtors . . 4,600 




j 22,000 j 

0 

0 

Less Provision . 940 




1 5,790 

to 

i 


3,660 

0 

0 




Stock ..... 

5,720 

6 

8 




Bank ..... 

6,4X0 

3 

4 

£27.790 

10 

0 

1 


j £27,790 

10 

0 
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Examination candidates frequently fail to understand that, in 
circumstances such as those dealt with in the illustration at p. 164, no 
goodwill account should be opened. The premium has been paid in 
place of a goodwill account. Examination questions frequently deal 
with the admission of a new partner who pays in cash capital, and a 
further sum as the “ purchase price of a share in the unrecorded good¬ 
will/' In answering such questions, it is quite inaccurate to open a 
goodwill account. The premium is to be divided between the old 
partners in the same proportion in which those partners shared profits 
and losses, as shown in the illustration given above. It is very im¬ 
portant that the student should realise that in all cases where a new 
partner is admitted to a firm a neiv firm has come into existence, and 
that henceforth the new partner has equal rights with the old partners 
in the management of the business and to a share in the goodwill, sub¬ 
ject, of course, to any modifications that may be imposed by the articles 
of partnership. 

Premium Paid for Fixed Partnership Term.—Where a premium has 
been paid for a fixed partnership term, and dissolution occurs before 
the expiration of the fixed term, the partner paying the premium has 
the right (by S. 40 of the Partnership Act, 1890) to apply to the Court 
for repayment of the premium, or such part thereof as may be deemed 
just having regard to the actual duration of the partnership. As a 
general rule, judgment in such cases follows the judgment in Attwood v. 
Maud (1868), L.R. 3 Ch. 369, and repayment is ordered to be made 
on a time basis, i.e. according to the proportion which the unexpired 
part of the partnersliip bears to the whole term agreed upon. 

Goodwill on Partner's Death or Retirement.—Unless the partnership 
agreement directs that on the death or retirement of a partner the 
goodwill is to pass to the remaining partners, either event necessitates 
the valuation of the goodwill. A goodwill exists, and it is an asset in 
which all the partners are entitled to share, including the retiring, or 
the representatives of a deceased, partner. 

Modem partnership agreements usually define the basis upon which 
goodwill is to be valued when the need arises. Sometimes (a) its value 
is fixed at a definite sum, or (A) its value may be based upon the average 
profits of a stated number of years, or (c) it may be valued on a basis of 
turnover of specified years, or {d) it may be valued by an independent 
accountant or other person on all the facts known to him. Occasionally 
[e) varying amounts are agreed as representing the goodwill value of 
the individual partners. In such cases, an endeavour is made to assess 
the goodwill loss which would be sustained by the firm by the death of 
each partner. For example, the death of the founder, and senior 
partner, of a firm might greatly reduce the value of the goodwill passing 
to the surviving partners. Such treatment needs delicate handling, 
and is infrequently met with. 

If the partnership agreement lays down no basis for determining 
the value of the goodwill, its value must be settled by agreement 
between the partners, or by arbitration, or, in the last resort, by liti- 
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gation, or by sale for the best price it will command (re David and 
Matthews, [1899], i Ch. 378). 


Illustration, —A, B, and C are in X'artnership sharing profits respectively in 
the proportion three-sixths, two-sixths, and onc-sixth. B dies on November 
I, 19... The articles provide that, in the event of a partner’s death, goodwill 
is to be valued at an amount equal to the average profits of the three years 
ended on December 31 next following the death. The Balance Sheet at that 
date is to form the basis on which the representatives of the deceased are to be 
paid out. Profits for the three years were: £^,150, £0,400, £8,850 —an average 
profit of £7,800. The Balance Sheet of the firm at December 31, 19..., follow¬ 
ing the death, e.xcludiiig goodwill, was as follows:— 

A, B & C. 

BALANCE SHEET, DECEMBER 31, 19... 


Capital: — 
A . 

H . 

C . 


Creditors . 


i 

L ■; 

d. 

1 ' 

J., 

! 

j 


iToehold l'n)p»M tv . . . 12,876 i 

0 i 0 

/ 10,000 , 

I 


Machinery and I’faut . . i' 7,224 ! 

u 1 0 

7,800 
5 , 72 J , 

i 

23.522 |o 

0 

Sundry A . . . . ■ 11,300 

o|o 


7,878 ! 0 

0 


^ i 


431,400 jo; 

0 

ii£ 3 ». 4 oo 

11 

! 0! 0 


In order to carry out the i)rovision.s of the partnership agreement, 
a goodwill account must be opened equal in amount to the average 
of the tliree years’ profits, viz. £7,800, and a like amount must be 
credited to the capital accounts of the partners in the same proportions 
as profits are shared. The new Balance Sheet, including the goodwill, 
will af)pear as follows:— 

A, B& C. 


liALANCE 

SHEET, DECEMBER 31, 19... 





1 

4 U.'d. 


! { 


d. 

Capital: - 

! 


Goodwill .Acconnl 

! 7 ,Hoo 

0 

0 

A : Halaiu e 

4ro,<Kio 

i ; 

l*n*ehold Property 

1 12,876 

0 

0 

Sh.trc of Goodwill 

ZMOo 


Machiiirrv and Plant 

: 7,224 

0 

0 



i3,«>oc ' u 0 

Sundry Assets .... 

. II.300 

0 

0 

li ; H.ilaiirf; 

7,800 , 

i ; 


j 



Sh.irt* of Goodwill 

2 ,6 o« ; 

1 ' 


1 





10,400 >0,0 


1 



C : lial.iMcc 

5,722 ! 

1 



: 


Sliart- of GocKlwill 

X,30<l il 

i 1 




i 


— ■ . :• 

7.022 ; 0'0 


i 

j i 


Siiridi y Crcditois 

' 

7.87s * 0 i 0 






ij 

439,2t)o j 0:0 

i 

_! 

1 £ 39,200 j 

0 

0 


The balance shown in this way to be due to B’s representatives must 
be paid out in accordance with the articles of partnership. Usually, 
two, or more, years arc allowed for payment of the sum due, in half- 
yearly instalments of agreed amount with interest at 5% per annum 
on the balance outstanding. 

The surviving partners, A and C, have now become sole owners of 
the goodwill, and can, if they so desire, eliminate the asset from the 
books. 

Illustration .—Take the above details, and assume that, upon B’s death, A 
and C now agree (for a consideration as between A and C) to share profits in 
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the proportion of two-thirds and one-third respectively, and that they have 
decided to write off the goodwill. The entries required are given below:— 


JOURNAL. 

Dr. Cr. 


19... 

j 

L 

s. 

d. 

1 

^ i 

s. i 

d. 

Dec. 31 

Sundries :— Dr. 1 






A, Capital .Account ..... 1 j 

5,200 

0 

0 





C, Capital Account j 

To Goodwill Account...... i 1 

2,600 

0 

0 

7,800 

1 

0 1 

0 


Being transfer of the latter account to eliminate the I | 

asset from the books. j ! 

i i: 

i 

i 


! 





As an alternative, and to avoid opening a goodwill account, A and 
C could have passed the necessary credit to B*s capital account (on 
the old profit-sharing basis) by the following entry:— 


JOURNAL. 

Dr. Cr. 


19... 

i -i £ 1 *. 1 i. i 

1 

£ 

... 

s. 

d. 

Dec. 31 

Sundries : — Dr. \ :* 1 i 1 

A, Capital Account jl 1,950 | o; 0 

C, Capital Account . . . . . , ' i 650 1 oi 0 





To B, Capital Account . . :! j ! 

Being share of goodwill due to the representatives of i ! j 

j 2,600 

j 0 

0 


B as per terms of the partnership agreement. ji j 1 

i i: i i ' 

1 1 

1 



A further journal entry would then have been necessary to adjust 
the goodwill in view of the change in A and C's profit-sharing ratio:— 

JOURNAL. 

Dr. Ck. 


xg... 
Dec. 31 


• 1 £ I 1: 

C, Capital Account ..... Dr. | j< (>50 ! o o !- 
To A, Capital Account ..... 1 | j |j 

Transfer of of Goodwill from C to A on the altera- I : !i 

tion of A's profit-sharing ratio from toami , | ; i! 

C's fromtoin the terms of the new agreement. i 1 j! 



d, 

o 


I 


Goodwill Partly Paid for in Kind.—It sometimes happens that when 
two businesses are amalgamated, the absorbing firm accepts the transfer 
of certain assets from the smaller business by way of part purchase for 
the goodwill. 

Illustration .—George and Hugh Dickson are equal partners in a cigarette¬ 
manufacturing business. Their Balance Sheet at December 31, 19..., was as 
follows:— 


G. & H. Dickson. 

BALANCE SHEET, DECEMBER 31, 19... 





J.. 


£ 

s. 

d. 

Capital:— 


.| 

1 

Freehold Factory 

24,785 

0 

0 

G. Dickson 

£15,000 



Machinery and Plant . 

4.745 

0 

0 

H. Dickson 

14,500 


j 

Stock ..... 

9.404 

0 

0 



! 29,500 

0 1 0 

Sundry Debtors 

2,052 

0 

0 

Sundry Creditors 

. 

|{ 11,486 

0 j 0 

Cash. 

1,895 

0 

0 

Bills Payable 


\ 1,895 1 

i 1 

010 






i 

i £42,881 



£42,881 

0 

0 
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On January j, 19* • the partners agree to admit A. Chatenay, also a cigarette 
manufacturer, as a partner, on the following terms: Chatenay is to pay ;^2,ooo 
to G. and H. Dickson as premium for admission, and also to contribute ;^6,ooo 
as capital. It is agreed that in j)art payment of the latter sum certain of Chate- 
nay's business assets shall be taken over at the following valuations: Machinery 
and Plant. £i» 95 (>: Stock, £2,19^: Sundry Debtors, /900, less 5% reserve for 
bad debts. The premium to be paid by A. Chatenay is to be left in the business 
as additional capital. The book-keeping record is as follows:— 


Dr. 


19.,. 
Jau. 1 


T(i 


Halaiut^ brought 
forward 

Cash. A. ClialtJiiay, 
Premium : • 

G. Dicksun £1,000 

H. Dicksou 1,000 


Cash. A. Chatenay, 
Balamre to make 
up Capital Ac¬ 
count to £6,000 . 


CASH BOOK. 


ii ^ 

V i; 




995 ‘0.0 


£4,890 ; o . o 


i ii 


Cr. 




19... 
Jail. X 


JOURNAL. 


Dr. 


Cr. 


1 : 


£ 

s. 

d. ii 

£ 


Sundries ■ Dr. 




il 



Machinery and Plant ..... 

II 

i, 95 (> 

0 

oii 



I St<»ck ........ 


2,194 

0 

0 ij 



1 Debtors . . . , . . j 

^5 ' 

900 

0 

0 -i 



'lo A. Chatenay, Capital Account , . . j 

6 ; 




5*050 

0 

j For Sundry .Assets taken over this day in part tlis- 


1 j 





1 charge of Capital to be paid in. j 

! 

! 





j A. Chatenay, Capital Account . , . Dr. 1 

5 ; 

! 45 i 

0! 

'! 

0 i: 



j To Bad Debts Keserve . . , ' 

8 ' 




45 

0 

: For Reserve on Book Debts taken over as agreed. ; 

i 1 


! 


ii 




I 


Dr. 


I 


LEDGER. 

Ci. Dickson. Capital Account. 2 

Cr. 


!i £ 

19 ... i 


5. 

d. 

' i! 1 ! 

Jan. I j By Balance . 

1 

1: 15,000 
C.B. !| 

0 

0 

i i ; 

! 'i ' 

„ J 1 „ Cash, 1 Premium 

X Ii 1,000 

0 i 

_j 

0 

! : : ^ 

j 

!j £16,000 

0 1 

0 


3 

Dr. 


H. D1CK.S0N. Capital Account. 4 

Cr. 


1 1 , 

i Ii 

i 1 *. 

d. 

19... 1 


£ 

s. 

d. 


Jan. 1 : Bv Balance . 


14,500 

0 

0 

i 

i 


„ X ■; „ Cush, i Premium 


2.000 

0 

0 

' 1 

i 1 ! 

1 i 

1 1 

1 

1 

1 


£15.500 

0 

0 
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L.E DC> li M w 

A. Chatknay. Capital Account. 


Dr. 


IQ... 

Jan. I 


Cr. 


To Bad Debts ITo- i 
vision . 

,, Balance carried 
down . 




r-TTT 



r;"™ 

“.-r- 

1 

1 

i 1 

j! £ Is.'*/. 

IQ... 

' ■ J- 1 

■ ^ 1 

5 , 

u 

45 \o‘o 

Jan- I 

= Bv Sundry .Assets ; i 

|C.B. ; 

5 i 050 

i 

O 

h 


1 

,,(ash . . , 1 ; 

9 Q .5 ; 

o 

! ^ 

■ 

b,(K >0 1 o c 




L„J 

! 

, 

j! £b,045 ■ o t) 




d 

o 


!i . . 

IQ... 

;■ 

1 




* I 

Jan. I 

By Balance brouj;ht i i! 

1 




;; ■ ; 

down . . \ 

0 ,OUO 1 

i 

0 

o 


Dr. 


Bad Dhbts I^kovision. 


• S. ii. 


IQ... 1 . 1 - 

Jan. I ! By Iransfer (Ilia 

; tenay's C aiJi- I 

I lal Acc^Mint). ; i 


8 

Cr. 

L j s. «<. 

! 

45 o o 


Dr, 


IQ... : 

Jan. I To Balance . 


FRKEHOLD F.VCTOKV. 


£ ^ d] 

n4,7«5 0.01 


ZO 

Ck. 


S.' i/. 


XI 

Dk. 


IQ.. 


Machinery and I’lant. 


4 .7.J.S o o! 


J.an. I j To 13.il.incc . • , V 

,, 1 ,, Suiulrios (A. 

Chalcnay) , , J.i .o o 

, ! /£'.7»n o 


13 

Dr. 


SlDCK. 


IQ... 1 

Jan. 1 i To Balance . 

,, j F» Sundries f.A. 
1 Chateiiay) 


£ d.\ 

\' Q»404 . c> (» 

J.I 2,1Q4 n n 

. £n, 5 Q 8 ' O . Cl 


Ck. 


/ : s.i U, 

i I 


*4 

Cr. 

£ \s,\d, 

i I 

. i 


1 


I 


15 


Sundry Debtors. 


Dr. 


i6 


Cr. 


1 

To Balance . 
j ,, Sundries (A. 

j Chatenay) . | 

i! c l.-.’j. 

V ' ^1^52 :0;0 
;i 1 ! 

1 J.I j| QOO jOjO 




i 

i I 

;j £2,952 10 !o 

1 

1 1 



j 
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LEDGER — continued. 

Sundry Creditors. 

z 8 

Cr. 


! I ^ 

A-.jrf. 

19... 



L 

s. 

L... il. 

1, 

Jan. 1 

By Balance . 

v' 

11,486 

0 


19 

Dr. 


Bills I’ayable. 20 


Cr. 


19... j 

1 j 

i 

s.id. 

Jan. 1 j By Balance . 

. ! y 1 

1 1,895 ' 

00 

. . - ... ._ .. 

■ _____ i 

1_ 

1 J 


The Balance Sheet of the firm after the admission of A. Chatenay would 
appear as follows:— 


Capital: —> 

G. Dickson 

H. Dickson 
A. Chatenay 

Sundry Creditors 
Hills Payable 


BALANCE SHEET. JANUARY 1. 19... 


^,16,000 j; ; I 

I , 

«),oou '■ ! I 

37.500 : o; o 

; o j o 

, . i,H95 |0 o 

' / 50,S8i j o I o 


I'rechold Factory 
Machinery and Plant 
.StCK:k 

Sundry Debtors 
Less I'rovision 

Cash 


i 

'"i 

s.'rf. 

. :| 24.785 

010 

. . il 6,701 

0 0 

. :j 11,598 

00 

fa ,952 ij 

1 

45 ii 


- :t 2,907 

0 0 

. ;i 4,890 

01 0 

—1 . 

i! £50,881 

0:0 

_li.. 

1 i 


Guarantees on Amalgamation. —It sometimes happens when 
businesses are amalgamated, or assets are taken over in lieu of cash, as 
illustrated in the above example, that an agreement is entered into 
by the incoming partner guaranteeing the book value of such assets. 
The original parties may also, on their part, guarantee the value of 
some of their :issets, e.g. book debts. They may also undertake that 
their liabilities .shall not exceed the amount at which they stand in the 
Amalgamation Balance Sheet. Should the assets not realise the guaran¬ 
teed book values or the liabilities exceed the guaranteed limit, the 
differences must be treated as personal debts due from the guaraii- 
tors. They may be made good either by cash payment or by a debit 
to the Capital Account or Accounts concerned. 

Illustration.—ksswme. the details given in the previous illustration, and that 
the assets taken over from A. C'hatenay were guaranteed by him to bo of 
values stated in the Journal entry dated June i, 19... A subsequent inde¬ 
pendent valuation of the Machinery and Idant was made, and its value was 
fixed at {i.Sqs. The necessary adjustment is as follows 


JOURNAL. 

Dr. Cr. 


i 


5. 

i/. 

£ 

s. 

A. Chatenay, Capital Account . . Dr. 1 

To Machinery and Plant Account . : . 1 1 

Being shortage in the value of this asset guaranteed at 

£1,956 and now valued at £1,895. j j 

1 61 

0 

0 

61 

0 
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Summary of Treatment of Goodwill. —In view of the confusion 
shown by some examination candidates in the treatment of goodwill, 
it may be useful to summarise the various ways in which goodwill 
may arise in partnership accounts and its proper treatment. 

(A) Data ,—New partner is to pay the old partners a fixed amount, 
£2,000, for a share of unrecorded goodwill, and is to introduce an 
agreed amount, ;f5,ooo, as capital. 

Entries ,—No entries are required in the books of the new firm 
for the £2,000 goodwill. The amount will be paid direct to the 
old partners in the proportion in which they shared profits. This 
£2,000 is not paid into the firm s account, but privately to the old 
partners, unless, of course, they agree to pay it in as additional 
capital as in (c). The £5,000 capital will be debited on receipt to 
Cash and posted to the credit of the new partner's Capital Account. 
No goodwill account is to be opened. 

(B) Data .—An agreed amount, £2,000, is to be treated as the 
value of the firm's goodwill. The new partner is to pay in £5,000 as 
capital. 

Entries ,—A Goodwill Account must be opened and debited 
with £2,000. The Capital Accounts of the old partners must be 
credited with £2,000 in the proportions in which they shared 
profits. The £5,000 paid in by the new partner will be treated 
as in A above. 

(C) Data ,—The new partner is to pay £2,000 for a share of good¬ 
will and the amount is to be left in the business. He is also to pay 
in £5,000 as capital. 

Entries ,—The £2,000 for goodwill must be debited to cash on 
receipt, and posted to the credit of the Capital Accounts of the old 
partners in the proportion in which they shared profits. The 
£5,000 paid in as capital will be treated as in A and B above. No 
goodwill account is to be opened. 

(D) Data .—On the death (or retirement) of a partner, goodwill is 
to be valued in accordance with the terms of the partnership deed; 
for example, it is to be taken as of the value of the average profits for 
the three years ended on December 31 next following the death (or 
retirement) of the partner. 

Entries .—Assuming that the average of the three years* profits 
is, e.g. £5,000, open a Goodwill Account and debit it with £5,000, 
md credit the like sum to the Capital Accounts of the partners, 
including that of the deceased (or retiring) partner, in the proportion 
in which profits are shared. The books will then show the amount 
to be accounted for to the representatives of the deceased, or to 
the retiring, partner. 
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EXAMINATION QUESTION. 

Blank found himself in the position disclosed in the following statement on 
December 31:— 


Liabilities. £ 

Sundry Creditors . 3.^30 

I^eferential Creditors . 185 

Bank Overdraft . . 250 

Abel Chatenay (loan) . Soo 


£4M5 


Assets. £ 

Sundry Debtors . . . 2,082 

Bills Receivable . . . *120 

Stock .... 942 

Machinery . . . 1,000 

Cash in hand . . . 15 

Deficiency .... 706 




The following arrangements were entered into with the parties concerned. 

The preferential creditors and the bankers were to be paid in full. The trade 
creditors were to accept 15s. in the £ in full settlement. Abel Chatenay was to 
join Blank as a partner, introducing £2,000 into the business, and the loan of £Soo 
was to be transferred to his capital account. The Sundry Debtors were valued at 
£i,7‘^o. The Stock was written down to £700, and the Machinery to £800. Any 
profit or loss arising out of the above settlement was to be carried to Blank's 
Capital Account. 

Prepare a statement showing the position of the new firm upon the completion 
of the above .settlement. {London Chamber Commerce.) 


Solution. 


JOURNAL. 

Dr. Cr. 




!l r 
!! ^07 

5 . 


! L 

5 . 

d. 

Sundry Creditfirs ..... 

'J o Realisation .Account 

. Dr. 

10 

0 






\ 



i 907 

lO 

0 

Being 5 .' 5 . in the f written ofT these debts. 



; 





Realisation Account .... 

. Dr. 


; 784 

! 

0 

0 




'lo Sundry Assets : — 








Sundry Debtors .... 






! 342 

0 

0 

Stock ...... 



' 



242 

0 

0 

Machinery ..... 



, 


• 

i 200 

0 

0 

Being loss 011 revaluation of these assets. 



i 






Realisation Account .... 

. Dr. 


i 

; 123 

10 

0 




To Blank, Capital Account . 

Being profit on rearrangement of business. 






• 123 

20 

0 


Dr. 


19... 

D<*c. 31 


To Balance 


19... 
Dec. 31 


BLANK. CAPITAL ACCOUNT. 


Cr. 






— . 4-—-r 




—: 

— 




\d. 

10 ... 

! 


c 

1 

s. 

d. 


706 

0: 

: 0 

Dec. 31 

j By Realisation Account 


123 

xo 

0 




„ .31 

1 „ Balance carried 






i 



i dowi 


582 

xo 

0 


£■706 1 

i 

0 




£706 

0 

0 


582 

i 

10 

0 


... 






To Balance brought 
down 
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Blank and Chatenay. 

BALANCE SHEET, DECEMBER 31, 19. 



li i- 

5 . 

d. 


1 

s. 

d. 

Capital:— 

!; 



Sundry Debtors .... 

1.740 

0 

0 

Chatenay .... 

. li 2,800 

0 

0 

Bills Receivable .... 

120 

0 

0 

Bank Overdraft 

. 250 

0 

0 

Stock . 

700 

0 

0 

Sundry Creditors . 

. li 2,722 

10 

0 

Machinery ..... 

800 

0 

0 

Preferential Creditors . 

• |! 

0 

0 

Cash in hand .... 

15 

0 

0 





Cash at Bank .... 

2,000 

0 

0 





Blank (debit balance of Capital 





■> 1 

L_ 


Account) .... 

582 

10 

0 


li ^ 5.957 ! 

li i 

10 

0 


C 5 ,W 

10 

0 


Share of Late Partner Continued as Loan.—Articles of partnership 
sometimes provide that when the amount due to a deceased partner 
has been ascertained, it shall be treated as a loan, carrying interest at 
an agreed rate, and be payable in a stated number of instalments at 
fixed intervals. In such cases, the capital account of the deceased 
partner is credited with interest at the agreed rate, and debited with 
the instalments as and when paid. 

Illustration. -^. Black, \V. White, and C. Brown were in partnership. 
Black died, and the amount due to him as on the date of death was agreed 
with his representatives at £5,080. By the partnership articles this sum was 
rcpaj^able in ten equal yearly instalments, and interest at 5% per annum on 
the current balance was to be paid in cash at tlic close of each year. Assuming 
the death of Black to have taken place on December 31, 10..., the Capital 
Account on the following December 31 would appear as follows :— 



B. BLACK 

(THE LATE). LOAN ACCOUNT. 





Dr. 






Cr 


19... 


it 

i 

19... 




s. 

a. 

Dec. 31 

To Cash (ist Instal- i 

Dec. 31 

Bv Transfer from 




lueiit) . , i t .B. 

508 c) 0 

Capital Account. 

J. 

.•5,080 

0 

0 

.. 31 

„ Cash (Interest), j <. 

254 ' 0 i 0 

j 

19... 



>. 31 

,, Balance carried . !j 

Dec. 31 

,, Interest at 5*),', . 

.1. 

254 

0 

0 


1 dowi . . -v ' ' 

i . i i!- 

4,572 0 I 0 






1 ' i.. 

) 5 < 5 . 33_4 0 ” 

1 




0 

0 


1 

1 ! 

19... 1 

Dec. 31 I 

By Balance brought 

i 

! 





: ■! 

■ ! 

j 

down . . i 

i 


4,572 

0 

0 


Survivorship Assurance Policies.—A modem practice, growing in 
popularity, is to take out a partnership joint policy of assurance for an 
agreed sum, so that upon the death of a partner the proceeds of the 
policy become available to discharge the amount due to the repre¬ 
sentatives of the partner. In this way, undue strain upon the firm's 
financial resources is avoided. The annual premiums are charged 
against the firm's Profit and Loss Account. When, owing to death 
or maturity of the policy, the sum assured is received, it represents 
accumulated undivided profits, divisible in the proportions in which 
the partners share profits and losses, and is credited to the Capital 
Accounts. 
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Illustration, -~V. Helyet, C. Testout, and A. Pillar arc in partnership, sharing 
profits respectively in the proportion one-half, one-quarter, one-quarter. Helyet 
has contributed £\ 5,000 Capital; Testout, £7,500 ; and Pillar, £6,000. Interest 
at 5% is allowed on capital, but no interest is charged on drawings. Testout 
and Pillar arc eacli credited with a partnership salary of £500 on December 
31 of each year. On the death of a partner, goodwill is to be valued at one 
year’s purchase of the average profit for the three years immediately preceding 
the death. A policy of assurance for £\ 1,000 is to be taken out on the joint 
lives of the three partners. Testout died on December 31, iq... His drawings 
for the year ended on the same date were ^2,286. The results of the firm's 
trading for the three years ended on the date of death were £7,^7^ (profit), 
£5,27^ (profit), but for the year of Testout’s death a loss of £4^0. After the 
necessary adjustments, C. Testout's Capital and Current Accounts would 
appear as ft)llows : - 


C. TKSTOUT. CAPITAL ACCOUNT. 

Dr. Cr. 


■■ ■■ - ..■■ ■■ -■■■ ■ 

■ ■ . 

— 

--T- 



- - ■■■ .■■ ■■■■■ 

■■■. - ■ 

.. .. 

19... 

i 

/: 

.1?.! rf. 

IQ... 


c ! s- 


Dfic. 31 j 'lo U.ilam'f? 

1 Jirripfl 



Deo. 31 

Bv Balance 

!■ 7,500 ! 0 

0 

down , 

. i 

1 

6 1 K 

.. 31 

,, Share of CiOtMlwill 

i 


I 


! 



‘d 0.225 (>s. 8 d.) 

i| 1,056 ! 6 

8 

1 



i 

j 

M 3 J 

„ Sh.ireof Aiisurance 

ji 1 


1 




1 


Policy of 412,000) 

! 3,000 1 0 

0 

i 



!Oi. 55 f>J 

I 6! 8 


1 


_8 

i 




. > 

19... : 

j 

' ii ! ' 


i 



1 


Dec. 31 

By Balance l.rouKht | 

;■ j 


! 

! 

; 

i 


L . 

! 

down . . j 

■ 11,556 j 

8 


C. TESTOUT. CURRENT ACCOUNT. 


Dr. 


Cr. 


xg... 



1 ^ 

s. 

d. 

19... 

1 


.-f. 

d. 

Dec. 31 

To Drawings 


' 2,286 

0 

0 

Dec. 31 

By Interest on Capital : 

375 

0 

0 

M 31 

,, Share of Loss 


j 120 

0 

0 

.. .31 

,, Sal.irv 


500 

0 

0 






Balance carried 











tlown 


1.531 

0 





j 


0 




42,406 

0 1 0 

19... 
Dec. 31 

To Balance hroupht 


1- 










down . 


1 1.531 

0 

0 


! 






GOODWILL 

VALUATION. 







L 


d. 




5. 

d. 

1st Year Profit .... 

7,878 

0 

0 






2nd Year Profit .... 

5 . 27 « 

0 

0 








13,156 

0 

0 






Less 3rd Year Loss . 

480 

0 

0 








412,076 

0 

0 






One year’s purchase 

______ 

4,225 

6 








Partners sometimes prefer not to charge the whole of the premiums 
to Profit and Loss Account. A “ Life Policy Account ” is then opened, 
and that portion of the annual premium which is represented by the 
increased surrender value of the policy is credited to “ Life Policy 
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Premium Account,” and debited to " Life Policy Account.” By this 
method, the latter account shows at any time the present surrender 
value of the policy. Wlien the policy matures, the amount received 
from the assurance company is credited to ** Life Policy Account 
and the balance in excess of the surrender value is divided between 
the partners. 

Illustralion .—Dickson and Jones are equal partners. They have taken out 
a joint policy for £.5,000 at an annual premium of £ 13 , 5 * After the policy has 
been running for some years, Dickson dies. The amount due under the policy 
was paid on December 31, 19,.. The following T.edger accounts concern the 
policy:— 


I LIFK POLICY PR 

Dr. 

.(. ’ I ' ."""ri”' 

19... j . L 

Dec. 31 To Cash, Annual j 

I’muiuni . . C.B. 135 lo o 


I £135 


3 LIFE POLi 

Dr. 



Dec. 31! To Balance (sur- ' ! 

render value at > ! 

: date) . . ; 2,5f‘'.> i o * o 

•I 31 If 'transfer from ' ; | 

Life Policy Pre- j : | ; 

miuin .Acenunt .■ 2 .■ -ts '00 
„ 31 ,, Dickson, Capital i , j ! 

; .Account (share ! i I 

of balance) i,i9f» . o U> 

II 31 f Jones, Capital ‘ ! 

I .Account (share ■ ! ; 

of balance) 1.19G ,0 0 

' ; >'5,000 ! o i o 


[‘MIUM ACCOUNT. 2 

Cr. 


19 ... 


1 1: 

' 5 . 

1 .. 

I.>er. 31 

Bv Transfer to Life 




Policy Account 





(increase in sur¬ 
render value) . 

3 : 45 

0 

„ 

I. 31 

,, Protit and Loss 




.Account 

I*.L. |; 90 

0 

0 



■ U35 

0 i 0 

r ACCOUNT. 



4 




Cr 


J9... 

Dec. 

By Cash, Proceeds of 

!■ . 
li ' 

C.B.j! 5,000 

5 . 

d. 


Polity 

0 

0 



ii 



1 

1 


|i 





li 

i! 

'i 



: 


i I! 

1/5,000 

1 ' 1 

0 i 

1 

'■ 0 

1 


New Partner and Revaluation of Assets.—The admission of a new 
partner may afford a favourable opportunity to revalue some of the 
assets of the old firm, indeed a new partner may make this a condition 
of his entry as partner. Some of the assets may have appreciated in 
value above their book values, others, on the other hand, may have 
depreciated. Freehold property, for example, may be retained in the 
books at its original cost, notwithstanding that it has greatly increased 
in value. Plant and Machinery^ may appear at a figure above its actual 
market value. Appreciations and depreciations disclosed upon re¬ 
valuation, or agreed upon by^^ mutual consent, must be treated as part¬ 
nership profits and losses and be divided between the partners in the 
proportions in which profits and losses are shared. 

Illustration, —G. Dick.son and A. Chateiiay are equal partners. On January 
I, 19..., they agree to admit Cx. Wand as partner. Wand is to pay £2,000 as a 
premium—the money to be left in the business—and contribute £5,000 as 
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capital. The Balance Sheet of the old firm as at December 31, 19..., was as 
follows:— 

Dickson & Chatenay. 


BALANCE SHEET, DECEMBER 31, 19... 


Capital;— 

G. Dickson 



s. 

d. 


£ 

5 . 

d. 

fjo^ooo 




Freehold Proper ty 

M.ichiiiery and Plant . 

7,96a 

6,841 

0 

0 

0 

0 

A. Chatenay 

8,000 

18,000 



Sjindry Debtors 

10,210 

0 

0 

Sundry Creditors 
Bank Loan 

— 

0 

0 

Stf»ck ..... 

3,528 

0 

0 


7,862 

2,000 

0 

0 

0 

0 

Bank (Current Account) 

321 

0 

0 

Reserve Account 


1,000 

0 

0 







£28,862 1 

0 

0 


£28,862 

0 

0 


It was agreed after negotiation between the parties that the following 
adjustments in the book values were to be made:— 


(а) Freehold Property to be valued at .... 12,000 

(б) Machinery and Plant to be reduced to . . . 5,000 

(c) Bad Debts to the amount of ^749 to l>c wTitten off . 749 

(d) Stock to be valued at.3,000 


(e) Reserve Account to Ihj transferred to Revaluation Account. 
The Rcv'aluation Account would appear as follows:— 


REV.\LUAT 10 N ACCOUNT. 

Dr. Cl. 



." 

5. 

d . 


£ 

5. 


To Machinery and Plant (Depre- 




By Freehold Property (Apprccia* 




ciation) .... 

1,841 

0 

0 

lion) .... 

4,038 

0 

0 

,, Bad Debts (written o 0 ) . 

749 

0 

0 

,, Reserve Account (transfer) 

1,000 

0 

0 

,, Stock (amount written off) . | 

52« 

0 

0 





,, Balance carried down 

1,920 


0 


1 

! 



ll 

1 

0 1 

1 0 


I 0,038 1 

0 

0 

1 

To G. Dickson, Capital A(xount . | 

1 960 

1 

0 

! 

10 

By Balance brought down . 

! 1,920 

0 

1 

10 

,, A. Chatenay, Capital Account , I 

96<j 

0 

0 




L 

i| 

i| 

1 ,0,920 j 
1 1 

^ i 

0 

1 

i 

1 £1,920 

i^_ _1 

0 

1 ° 


The Balance Sheet of the new firm, as at January i, 19..., would appear as 
shown on p. 178. 


EXAMINATION QUESTION. 

George McArthur and Arthur Hadley were equal partners. McArthur died 
on December 30, 19... Accounts were prepared at the close of the financial year 
(December 31), when it was found, after ascertaining and crediting the profit for 
the previous year in the ordinary way, that the partners* accounts stood as 
follows: McArthur, Capital Account, ;^8,ooo; Current Account (Credit Balance). 
£062. Hadley, Capital Account, {7,000; Current Account (Credit Balance), 

It was agreed with McArthur’s executors that the value of the Goodwill, 
which had not hitherto appeared in the books, should be fixed at ;£3,ooo, and that 
the assets and liabilities should be reviewed. Valuations were made with the 
following results: The book value of the Plant and Machinery w^as reduced by 
{500; the Provision for Bad Debts was found to be excessive by {200 ; the Stock 
was undervalued by {350 ; the Sundry Creditors were over-.stated by /670; and 
the Patents (book value, ;i3oo) were held to be of no value. 
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Submit the partners’ accounts as they would appear in the Revaluation 
Balance Sheet. (Royal Society Arts.) 

Solution. 


REVALUATION ACCOUNT. 

r>R. Cr. 



- . .. 

It 



— - -r-.-- 





19... 



S.'ti. 

19... 



! £ 

5. 

d. 

Dec. 31 

To Plant and Machinery 

li 

1 

Dec. 31 

By Gfjodwill 


1 3,rK)0 

0 

0 


(l-Vpreciation) 

li 500 

01 0 

.. 31 

Provision for Bad 






„ Pateni'. (writttui off) 

ii 3 '>" 

0 1 0 


Debts (excess) . 


! 200 

0 

0 

M 31 

,, Halance carried 


1 

.. 31 

,, Stock (apprwriation) 


i 350 

0 

0 


dc'wn 

i: 

0:0 

31 

,, Sundry Creditors 


1 






;_ 

1 


(overstatement). 


j b70 

0 

0 




i U,220 

I 010 

j 

j 


(.4,220 

0 1 

0 

10... i 




1 1 

19... ; 



1 

[~1 


Dec. 31 

To McAjIIimi, C.ipilal 



I 

Dec, 3T j 

j By Balance broupht ' 






1 ;\i count 


1,710 

0.0 


1 down 

i 

3,420 1 

0 

0 

.. 31 

,, Hadley, Capital 



; 1 



i I 





Account 

I) 1,710 

0! 0 



1 

! 


1 i 

i 

i 



11.3,420 

f» 0 

1 


j 

X3.420 

r' 1 

loi 

1 

! 0 

1 


McArthur & Hadley. 


RJ-:\ Ai:UATJON BAI.ANCE SHEET. DIXEMBER 31. ii)... 
(Pa in nick's Accounts Only.) 


Dr. 

!* i ' 

I’l / = 

Capital: - 

G. McArthur {‘S.cmo il I 

.Share of revaluation prf'lit 1,710 !; j 

0,710 o 

A. Hadley 7, non , I • 

Shaicof revaluali(*n profit i,7io J ; 

. - - j ‘‘<,710 o o 

Current Acc.oiintb: - I 

(i, McvVrthur . i ! 

A. Hadley . ^<5- { 

• -- 1,814 OI O 


Cr. 


ji I li.'rf. 

!i I I 

A'o/tf. -It would !>e equally correct j! I ! 

to carry one h.iH-sliare of the 1' ! ] 

jiotMlwiJl, as a separate ileni, to j ! i 

the credit of each partner. ;i ■ 


Amalgamation of Two Businesses. —Not infrequently, two or more 
sole traders engaged in the same trade, or two or more sole professional 
practitioners, agree to amalgamate their assets and liabilities to form a 
partnership. In such circumstances the Balance Sheet of each business 
or profession usually requires careful revision, and agreement must 
first be reached as to any adjustments in the value of the assets or the 
extent of the liabilities that may be necessary. In some cases the 
goodwill of the amalgamating concerns may be conspicuously unequal 
in value, and equitable recognition of the inequality must be effected 
in the books of the new partnership. 'I'he book-keeping principles 
involved are precisely the same as in the case of amalgamating limited 
companies (see pp. 464 et seq.). The Balance Sheet of each of the 
amalgamating parties must be re-drafted to accord with the adjust¬ 
ments agreed upon, and the re-drafted Balance Sheets combined will 
then form the initisd Balance Sheet of the new partnership. 
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EXAMINATION QUESTION. 

Grey and Green amalgamated their businesses on January i, their Balance 


Sheets being as follows:— 

G. GREY. 



Liabilities. 
Creditors . 

Bank Overdraft . 

Capital 

£ 

• 500 
■250 

• 7.250 

Plant 

Debtors 

Stock 

Assets. 

£ 

. 5.000 

1,000 
. 2,000 


£8,000 j 

i 


£8,000 


G. GREEN. 



Liabilities. 

Creditors 

Capital 

i i 

400 I 
• L935 ! 

i 

Plant 

Debtors 

Stock 

Casli 

Assets. 

£ 

500 
. 700 

300 
«35 


£2.33^ 1 



£2,333 


(a) Prepare opening Balance Sheet for the partnersliip having regard to the 
following adjustments: Grey to be credited with goodwill, £3,000; Green to be 
credited with goodwill, £500; the value of Grey’s plant to be reduced by 10% 
and his stock by 5% ; the overdraft is paid off; a Provision Account of on all 
debtors to be raised. 

{b) Show their Capital .\ccounts at June 30, the net profit for the half-year 
having been £4,000. Allow 5% interest on capital, and divide the profit as to 
two-thirds to Grey and one-third to Green. 


Solution. 


G. Grey’s Books. 


JOURNAL. 


19... 

Jan. I ; Capital Acrount ...... Dr, | 

! To Plant Account (Depreciation) . . . | 

I ,, Stock (Depreciation) . . . . ! 

j ,, Sundry Debtors (fTovision) , . . } 

I Being decrease in the valuation of these assets. j 

I : Goodwill .\ccount . . . . .Dr. 

j To Capital Account ...... 

! Being agreed value of goodwill. 


Dr. Cr. 


■ : I! I 1 

i; i . .t. ; d. \ C ! s- ti- 

050 . O; O, i > 

•j ■ ■ '! ijoo ; o! o 

100 ; o o 

'! .! 50 : o! o 

I 1 |i ‘ i i 

• , 3,000 • j o I■ i 

;i ' i ji ® 


G. Grey. 

BALANCE SHEET, JANUARY i, 




! £ 



Capital Account;— 




Goodwill . 

Balance . 

/: 7 , 25 o 



Plant 

Goodwill 

3,<X)0 


1 

Debtors . 

Overdraft paid oft' 

250 


• 

Stock 


10,500 

i 

i 

j 


Less Loss on Revaluations 650 

! 

i 



— 

; 9,850 

0'0 


Creditors . 

• • 

1 500 

01 fi 




i£»o, 35 o 1 

' 1 

1 0 i 0 

1 . 



19. 


£ 

3.000 

4,!iOO 

950 

1,900 


i!iC»o, 35 o 


5.1 rf. 

o I o 
o! o 


Note .—It is assumed that Grey paid off the overdraft out of private funds, as 
there is no cash balance. 
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G. Green's Books. 

JOURNAL. 

Dx. Cr. 


IQ... 
Jan. I 

Goodwill Account.... 

To Capital Account 

Being the agreed value of this asset. 

. Dr. 


£ 

500 

5. 

0 

d. 

0 

1 

500 

5. 

0 

.» 1 

Capital Account .... 

To Sundry Debtors 

Being reserve of 5% on these debts. 

. Dr. 


35 

0 

0 

35 

0 


G. Green. 

BALANCE SHEET. JANUARY, i 19... 




F' r'" 

s. 

d. 





£ 

s. 

d. 

Capital Account: — 


i 



Goodwill . 




500 

0 

0 

Balance . 

£1.935 




Plant 




500 

0 

0 

Goodwill 

500 




Debtors 




665 

0 

0 



i 



Stock 




300 

0 

0 


2.435 




Cash 




835 

0 

0 

Less Provision for Bad Debts 35 

1 












1 2.400 

0 

0 








Creditors . 


1 400 

0 

0 










1 £2,800 

0 

0 





£2,800 

0 

0 


Grey & Green. 

BALANCE SHEET, JANUARY i. 19... 
(Upon Amalgamation.) 



! £ ; s- 

d . 


£ 

4 . 

d. 

Capital:— 



Goodwill ..... 

3.500 

0 

0 

G. Grey , . £9.850 



Plant . 

5,000 

0 

0 

G. Green . 2,400 



Stock ..... 

2,200 

0 

0 


12,250 j 0 

0 

liebtors ..... 

i.bZ 5 

0 

0 

Creditors ..... 

900 jO 

0 

Cash. 

835 

0 

0 


i £13.150 !o 

i 

0 


£13.150 

0 1 

0 


Grey & Green. 

BALANCE SHEET, JUNE 30, 19... 
(Capital and Current Accounts Only.) 


Capital Accoiintii — 

G. Grey . £9*850 o o 

G. Green . 2,400 o o 


Current Accounts:— 

G. Grey— 

Interest on Capital 
(6 months) 246 5 o 

I Profit 2.4^2 10 o 


G. Green— 

Interest on Capital 
(6 months) 60 o o 

i Profit 1,231 5 o 


! £ 

1 

1" 

d. 


£ 

s. 

i 

1 12,250 


0 




; 2,708 

i 

15 

1 




1,291 

5 

0 





d. 
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Annuities and Partnership Accounts. —Some partnership deeds 
provide that on the death of a partner an annuity of agreed amount 
shall be paid for a fixed term to the deceased partner s representatives 
in lieu of a share of the goodwill arrived at in the manner described 
above. The usual practice in circumstances of this sort is to charge 
the annuity against the current Profit and Loss Account as an annual 
expense. But there is no objection, as an alternative method, to 
debiting the annual payments to goodwill, provided that that account 
is kept within reasonable bounds. 

Dissolution. —Dissolution of partnership may result from several 
causes, viz. the death, bankruptcy, or lunacy of a partner; the expira¬ 
tion of the partnership term; the termination of the undertaking for 
which the partnership was formed; inability of the partners to work 
together in harmony, etc. It has already been stated that upon dis¬ 
solution the partnership assets are applied as follows; first, in payment 
of debts due to outside creditors; secondly, in repayment of loans 
from partners; thirdly, in repayment of partners' capital; and 
lastly, in the distribution of the surplus, if any, amongst the partners 
in the proportions in which they share profits. If the assets realise 
less than the amount necessary to discharge the first three sets of 
liabilities, it is clear that there is a deficiency, which must be appor¬ 
tioned so that the rights of the partners as betw^eeii themselves may be 
adjusted equitably. 

Students sometimes make the mistake of assuming that partners 
are entitled to share the assets of the firm in the same proportions in 
which they share profits, and proceed to solve a dissolution problem 
on that basis. That, of course, is a serious error. On dissolution, the 
share of each partner in the assets is fixed by the amount standing to 
his credit on Capital and Current Account, any profit or loss on dissolu¬ 
tion having first been apportioned in tlie proportion in which the 
partners share trading profits. 


J llustratiofi. 


HALANCl!: SHEKT. 

(On Completion of Winding Up.) 


Capital:— 

A. B. . 

C. D. . 

Current Accounts;— 
A. B. 

C. 1 ). 



4 

s. d. 

.. 'i 

L \ 

s. 

d. 



Ciislj at Bank (after paying' all j; | 






11,146 j 


0 

4,000 

9,000 


. ■ ■■ ' 1 

1 




0: 0 

;; 1 

■ !; 1 



1,9^6 1 


: i 

i 



220 



. ■ ' ' ! 

1 1 
; 1 



*1 ^14^ 

.00 

^ i 

LJ 



1; 1,140 

0 j 0 

1 

ij 

j 0 

i 0 

1 


A. B. and C. 1). are equal partners, but they are not entitled to share the 
assets of the firm, i.e. Cash £ii,i.p>, equally. A. B. is entitled to be paid his 
capital, 1^,000, plus his Current Account, ;£ 1,926, i.e. /J(>,926; and C. 1 ). is 
entitled to £4,220. 


Section 44 (a) of the Partnership Act, 1890, provides that in settling 
accounts between partners after a dissolution of partnership, the 
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following rules shall, subject to any agreement, be observed: “ Losses, 
including losses and deficiencies of capital, shall be paid first out of 
profits, next out of capital, and lastly, if necessary, by the partners 
individually in the proportion in which they were entitled to share 
profits/' By this clause, therefore, any losses there may be must first be 
charged against the partners' undrawn profits Current Accounts), 
next against their Capital Accounts, and finally, should any deficiency 
then remain, it must be made good by actual contribution in cash. 

The book-keeping entries recording a dissolution follow closely 
those necessary in company liquidation. A Realisation Account is 
opened in which must be collected the profits or losses arising from the 
disposal of the assets, or the settlement of the liabilities. The expenses 
arising from the dissolution are debited to the same account, which 
then shows the net profit resulting from the winding up of the business. 
The resulting profit, or loss, is transferred to the partners* Current 
Accounts, in the same proportion in which trading profits and losses 
are shared. The balance of cash available will then exactly suffice to 
discharge the credit balances of the partners' Capital and Current 
Accounts. Should the ('apital Account of any partner show a debit 
balance, he must pay in the amount necessary to make good the 
deficiency, since, in effect, he has overdrawn his Capital Account. 
It is important to remember that, in the absence of special agreement, 
no partner can claim interest on capital or partnership salary beyond 
the date of dissolution, however long the winding-up procedure may 
take. In the author’s experience, some examination candidates treat 
the balance of cash available upon dissolution as a profit, and proceed 
to divide it as such. It is the profit or the loss on realisation which must 
be apportioned, and not the amount finally shown as available. If 
the dissolution accounts are correct, the amount shown as due on the 
partners’ Capital Accounts will be exactly discharged by the balance 
of cash available as shown by the cash book. 

The follow'ing illustrations deal wdth some of the more common 
circumstances met with in partnership dissolutions. 

Cessation of Business and Sale of Assets. 

Illustration, -(n^orge and Hugh Dickson, trading as Dickson Brothers, are 
equal partners. I'hcy agree to sell their business to Chatenays, Ltd., as on 
Deicember 31, iq... The purcha.se price is agreed at payable in cash. 

The liabilities are to be paid by the purchasers, and the assets are to be taken 
over by the company at their book values. This illustration presents a dissolu¬ 
tion problem in its simplest form. After final adjustments, the Balance Sheet 
of the firm was as follows:— 


Dickson Brothers. 

BALANCE SHEET, DECEMBER 31, 19... 


Capital;— 
ti. Dicksun 


i ^ 

.V. 

d. 

Freehold Warehouse . 

Machinery and Plant . 

; C 

1 28,502 

i 14,485 

s, 

0 

0 

d, 

0 

0 

H. Dickson 

2 S ,000 

■ 



Motor l.orries .... 

2,876 

0 

u 




0 

0 

Stock ..... 

9,440 

0 

0 

Loan and Interest, G 

1 . Dicks<iu 

1 5.250 

|o 

0 

Sundry Debtors 

13,212 

0 

0 

Sundry Cre<litors 


1 lo.atJO j 

0 

0 

Cash at Bank .... 

1,961 

0 

0 



1 £70,536 

1 1 

0 

0 


£70.536 ^ 

“I 

0 

. — .. 





---- ■ - .. 

_ ... 


...... 
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JOURNAL. 

Dr. Cr. 





c 

5 . 

d. 

£ 

s. 

d. 

3 » 

Realisation Account ..... Dr. 

SI 

70,536 

0 

0 





To Sundry Assets :— 









Freehold Proi^erty . . . i 

2 




28,562 

0 

0 


Machinery and Plant . . , 

4 




14.4H5 

u 

0 


Motor Lorries. 

6 




2,876 

0 

0 


Stock ........ 1 

K 




9.440 

0 

0 


Sundry Debtors . . j 

U) 




13,212 

0 

0 


Cash at Bank. 

12 




j 1,961 

0 

0 


Being assets sold to Chatenavs, Ltd., at the above j 









prices. | 





1 



31 

Sundries :— Dr. 1 








i 

1 Sundry Creditors . . . . . . j 

13 ■ 

; I 0,2 SO 

0 

0 '■ 





1 Loan (G. Dickson) , . . . . . ! 

15 ! 

i 5 , 2.50 

0 

"1 





To Realisation Account 

ZZ 1 




! 15,536 

0 

0 


Being liabilities of Dickson Brothers now [>aid off. j 

i 

1 

1 


ii 

!t 



31 

Chateiiays, Ltd. . . Dr. 1 

1 

1 05,000 

0 

0! 





To Realisation Account . . j 


i 



65,000 

0 

u 


Being agreed purchase price of the business. j 

i' 

i 


i 




3 * 

Realisation Account ..... Dr. j 

21 ; 

10,000 

0 

0' 





To G. Dickson (Capital Account) 

jH ' 



I 

5,000 

0 

0 


,, H. Dickson (Capital .‘Vreount). 

20 ; 

i 1 

i 

1 

5.000 

0 

0 

‘ Being division of the proht on the sale of the business. 


: ! 

i 






LEDGER. 

Freehold Property. 


Dr. 


Cr. 


19... 

! i' £ \s:d. 

19 ... 


£ 

5 . 


Dec. 31 

To Balance . • v ' i 28,562 ; 0; 0 

l>ec. 31 By Reali.sation Ac- 






( • i 

count 


28,562 

0 

_ 

0 

3 

Machinery 

AND Plant. 




4 

Dr. 




Cr 


19... j 

i ■; L s.d. 

19... 

J -1 

c 

5 . 

d. 

Dec. 31 j 

lo Balance . v j. 14.485 :o'o 

Dec. 31 By Realisation Ac¬ 

1 i 





1 1 i| 1 ; 

count 

! 14 1 

! 

■ 14.485 


0 


5 Motor Lorries. 6 

Dr. Cr. 


ly... 

Dec. 31 


r ... 

1 '' £ d. 

19... • 

jJ 

!l 

£ 

r. 

j To Balance 

. » V i' 2,876 0 0 

Dec. 31 ; By Realisation Ac¬ 



j 

i j! M 

j l! ^ ! 

count 

; 1: 

2,876 

0 


7 Stock. 8 

Dr. Cr. 


19... 


''ir"”£' 

s.id. 

19... 


J. 

Dec. 31 

To Balance 

V ii 9,440 

0 1 0 

Dec. 31 

By Realisation Ac¬ 




:! 

! 

_1_ 


count 

14 
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LEDGER— continiMd, 


9 Sundry Debtors. xo 

Dr. Cr. 




L 1 s- 

d. 

.9... 1 

J. 

1 £ 

To Balance . 

y/ 

13,212 jo 

0 

Dec. 31 1 By Realisation Ac- 


i 



1 1 


j count 

i 

14 

1 23,212 \ 0 


II CASH BOOK. 12 

Dr. Cr. 


19... 



£ 

5. 

d. 

19... 


J. 

£ 

5. 

i. 

Dec. 31 

To Balance 

V 

1,961 

0 

0 

Dec. 31 

By Realisation Ac- 





.» 3 * 

„ Cash. Chate- 




count . 

X 4 

1,962 

0 

0 

navs, Ltd., Pur- 





M 31 

„ Cash. G. Dick- 






chase Price of 





son 

18 

35 i 000 

0 

0 


Business. 

=4 

65,000 

0 

0 

31 

„ Cash. H. Dick¬ 












son 

20 

30,000 

0 

0 


j 

j 

j 66,961 

‘oi 

0 


I 


66,961 

0 

0 


13 Sundry Creditors. 14 

Dr. Cr. 


10... 




1 £ 

19... i 



i £ 

u 


Dec. 31. j 

i 

To 

Realisation 

count 

Ac- i 
. 1 14 j 

■ 1 1 

; 10,286 ,0*0 

i 1 

Dec. 31 1 

By Balance . 

i V ! 

1 i 

1 20,286 j 

j 1 


I ^ 

15 



G. Dickson. Loan Account. 




x6 

Dr. 








Cr 


19... 



, J- 

1 

1 -* 

19... 


i 

£ 

5. 

d. 

Dec. 31 

1 

Realisation 

Ac- 1 j 

! 

Dec. 31 

By Balance . 

■ ! 

! 5,250 

0 

0 


1 

1 

count 

i H 

: 5,250 0 ; 0 

li_ 



i 

1 

1 _ 

J 



17 

G. Dickson. 


Capital Account. 



18 

Dr. 









Cr. 


19... 


C.B. 


s. 

d. 

19... 



£ 

s. 

d. 

Dec. 31 

To Cash 

22 

35,000 

0 

0 

Dec. 31 

By Balance . 

V 

30,000 

0 

0 




! 



„ 3 X 

„ Share of Profit 








1 




on Sale of Biisi- 












1 ness 

14 

5,000 

0 

0 




! £35,000 

0 

0 

i 

! 


£35,000 

> 0 

1 1 

0 

1 


19 

Dr. 


19... 
Dec. 31 


To Cash 


G 


H. Dickson. Capital Account. 


20 

Cr. 


C.B. 

1 

i 

s. 

d. 


12 

30,000 

0 

0 

Dec. 31 





„ 3 X 

1 

£30,000 j 

0 i 0 

i 

i 


By Balance . 

„ Share of Profit 
on Sale of Busi' 


t 


X4 


I 

25,000 
5,000 I o I O 


jC30,000 
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LEDGER— continued. 

21 Realisation Account. m 


Dr. Cr. 


19... 


J. 



d. 

19... 


J. 

£ 

5 . 

d. 

Dec. 31 

To Sundry Assets 





Dec. 31 

By Sundry Liabili- 






sold to Cbate- 






ties now paid 






nays, Ltd. 

14 

70.336 

0 

0 


off 

*4 

15,536 

0 

0 

M 3 z 

„ Balance carried 





» 31 

„ Chatenays, Ltd., 






down, being 






purchase price 






profit on the 


1 




of business 

Z 4 

65.000 

0 

0 


sale 


i 20,000 

0 

0 











i 0 





£80,536 

0 


19... 


J- 




19... 

. . i 





Dec. 31 

1 To G. Dickson 

Z 4 

5,000 

0 

0 

Dec. 31 

By Balance brought 





.. 31 

„ H. Dickson 

*4 1 

5,000 

0 

0 


1 down . . ! 

V 

20,000 

0 

0 



lj 

£10,000 

0 

0 


[ , _ 1 

i 

1 

£20,000 

0 

' 0 


23 


Chatenays, Ltd. 


Dr. 


19... ' 

!• ! 

J* £ ! 4 . 

d. 

i 

19... ! 

Dec. 32 t To Realisation Ac* 

1 i 1 


Dec. 32 ■ 

count, Purchase 




I Price of Busi- 

ij i i 



1 ness 

! 14 |l 65,000 : oj 

1 I' . ! 

0 


i 

! j| £65,000 j 0 

0 



24 


Cr. 


IC.B. 

I ” I 


! £ i 

i 65,000 


i' £65,000 i o 


Profit on Dissolution.—Where the dissolution results in a profit, 
the Realisation Account takes the fonn of a Profit and Loss Account, 
although, of course, in place of the usual revenue charges, it deals 
with the discharge of liabilities and the realisation of assets. The 
total assets and liabilities may be treated as in the illustration above, 
or the sale proceeds of the assets may be credited to the relative accounts, 
and the balance of profit or loss be transferred to the Realisation 
Account. For examination purposes it is preferable to transfer all 
the assets, by means of a journal entry, to the debit of the Realisation 
Account, and to credit the sale proceeds to the same account, thus 
arriving at the final balance available for distribution between the 
partners. 

Procedure for Dissolution Problems. —(i) Open ledger accounts: 
{a) for each asset; (6) sundry creditors; (c) any other liabilities; (d) 
partners' Capital and Loan Accounts, where not already in existence. 
(2) Close all the asset accounts, except cash, by transfer to the Realisa¬ 
tion Account. (3) Debit cash with the proceeds of the sale of the assets, 
and credit Realisation Account. (4) Credit cash with liabilities and 
loans, when paid, and debit the relative liability accounts. (5) Credit 
cash with the expenses of dissolution, and debit Realisation Account. 
(6) Debit partners' Capital Accounts with any assets taken over by them 
at the price agreed, and credit Realisation Account. (7) Credit or debit 
the partners' Capital Accounts with their proportion of the profit or 
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loss upon realisation as the case may be. (8) If any partner’s Capital 
Account is in debit, assume that the deficiency is made good, and debit 
cash and credit the relative Capital Account. (9) After the procedure 
indicated above, the cash balance available should exactly equal the 
aggregate balances shown by the Capital Accounts of the partners. 

In practice, Debtors and Creditors are not taken over in order to 
save Transfer Duties, etc. 

Illustration. —G. McArthur and C. Testout agree to dissolve partnership 
and retire from business as on December 31, ig... Profits and losses are shared 
as to two-thirds and one-third respectively. The Balance Sheet of the firm, as 
on the date of retirement, was as follows:— 


McArthur & Testout. 

BALANCE SHEET, DECEMBER 31. 19... 




-- 


.. ...; 

1.. 




1 ^ 

5. 

d. 

1 

£ 

5. 

d. 

Capital:— 

!i 



Freehold Facto^ 

18,485 

0 

0 

McArthur 

LlO.OOO j; 



Machinery and Plant . 

9»875 

0 

0 

Testout . 

10,000 I 



Sundry Debtors 

7»546 

0 

0 


-1! 40,000 

0 

0 

Stock ..... 

9,462 

0 

0 

Loan Account 

. i; 3,000 

0 

0 

Patents. 

500 1 

0 

0 

Sundry Creditors 

• j! 3,651 

0 

0 

Cash at Bank .... 

784 1 

0 

0 


ll £46,63 2 

loj 

0 

i 

/4M52 i 

0 

0 

_ .... 

__ .1 



....—. 

1 - .- .—- 


=■ 


The results of the realisation were as follows: Freehold Factory, ;£26,45o; 
Machinery and Plant, ^£8,924; Sundry Debtors, ;f7,3g5; Stock, ;{9,886; Pa¬ 
tents, nil. The dissolution expenses amounted to £200. McArthur took over 
a motor-car (included in Machinery and Plant at £250) at an agreed price of 
£220. The accounts necessary to record the dissolution are as follows:— 


36 


JOURNAL. 

Dr. Cr. 





£ 

1: 

d. 

£ 

5. 

d. 

Realisation Account. 

Dr. 

2 Z 

j 4 .S .868 

0 

0 




To Sundry Assets :— 



! 






Freehold Factory .... 


10 




18,485 

0 

0 

Machinery and Plant .... 


12 




9.875 

0 

0 

Sundry Debtors ..... 


14 




7 ,.546 

0 

0 

Stock ...... 


16 




9.46a 

0 

0 

Patents. 


18 




500 

0 

0 

Being transfer of these assets upon dissolution. 


C.B. 















Cash. 

Dr. 

19 

52.655 

0 

0 




To Realisation Account .... 


22 




52.655 

0 

0 

Being proceeds of sale of the above assets. 









Realisation Account ..... 

Dr. 

1 

1 2Z 

200 


0 






C.B. 


1 





To Cash ...... 


20 




200 

0 

0 

Being expenses of dissolution. 

1 








G. McArthur, Capital Account 

Dr. 

1 

220 

0 

0 




Tf> Realisation Account .... 


22 




220 

0 

0 

Being agreed value of motor taken over. 









Realisation Account. 

Dr. ; 

21 

6,807 

0 

0 




To G. McArthur (Capital Account) 


2 




4,538 

0 

0 

„ C. Testout (Capital Account) 

! ! 

4 i 




2,269 

0 

0 

Being profit on realisation now transferred. 

i 

ii 
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LEDGER. 

I G. McArthur. Capital Account. 


19... 


J. 1 

£ i«- 

d. 

19... 

i 

By Balance . 


c 


d. 

Dec. 31 

To Motor 

36 i 

220 ! 0 

0 

Dec. 3* 

y 

30,000 

0 

0 

» 3 X 

„ Balance carried 

i 


3 * 

,, Realisation Ac- ; 

J. 

36 

4.538 



down 

' i 

34 » 3 x 8 |o 

0 


count . 

0 

0 



! 

£34.538 i 0 

[0 





[_o 

0 

19... 


IC.B. 

1 1 

1 

i 

*9.. ! 

By Balance brought 

i 


j 


Dec. 31 

To Cash 

20 ; 

34 . 3*8 1 0 ! 

! i 

10 

Dec. 31 


34 . 3*8 





1 

down . 

0 ‘ 

0 



1 

1 1 

1 


. . 

'.. 

. — . - 

- 



C. Testout. Capital Account. 


Dr. 


Cr. 


19... 

Dec. 31 I To Balance carried 
down 


19... I 

Dec. 31 I To Ca«ih 


12,269 i O ’ O 


1: £12,269 o o 


C.B. 


12,269 i o o 


« 9 ... i i :: £ 

Dec. 31 By Balance . . ! v' ‘i xo.ooti i o; o 

,,31 „ Realisation Ac- : ;j | 

count . • I 3 ^ i' 2f269 'Olo 

; j' (,12 .26 9 ' o ! o 


19... ! 

Dec. 31 I By Balance brought 
; down . 


12,269 o o 

i 


5 

Dr, 


Loan Account. 


6 

Cr. 

19... j 

Dec. 31 j To Cash 

|c.B. 

. . 20 

1 ]s}d. 

3,000 0 ! 0 

19... 

Dec. 31 ' By Balance , . , 


L 

3,000 

5. d. 

0 0 

7 

Dr. 


Sundry Creditors. 


8 

Cr. 

19... 1 

Dec. 31 ! To Cash 

,C.B. 

20 

3,652 ,00 

! ! ! 

i 

19 ... i ! 

Dec. 13 : By Balance . . j 


£ 

3.652 

J.. 

0:0 

9 

Dr. 


Freehold 

Factory. 


10 

Cr. 

19... ! 

i 

i " ; i 

• £ 'S.ld. 

.■■“[ 

.J. 

1 

sU. 

Dec. 31 ; To Balance 

1 

. I V 

! *8,485 ; 0 i 0 

i ! 1 

Dec. 31 1 By Realisation Ac- ! 
j count . . 1 

36 

*8,485 

0 \ 0 

1 


J . 


‘ .- _ 





II 

Dr. 


19... 
Dec. 31 


Machinery and Plant. 


12 


Cr. 



j li 

£ \s::d. 

.9... 1 

J. 

£ 

5 . 

To Balance 

• V ii 

9.875 j 0 ; 0 

Dec. 31 1 By Realisation Ac¬ 




1 

... .1. .1 

.1 i 

count . 

! 

36 

1 9.875 

0 
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LEDGER— continued. 

Sundry Debtors. 


1 ! i 

C 

irf. 

19... 


J. 

1 i 

s.\d 

To Balance . . ) 

7,546 0 

i 0 

Dec. 31 

By Realisation Ac- 1 



1 

' 

1 ; 1 


1 

1 


count . 

36 

1 7.546 

o| 0 


Stock. 


rr.yi ^ i: 

d. 

19... 

. 

'■"1.. 

J. 1 £ 

J 

31 : To Balance . . ! \/ =■ 9,462 |o 

' i . J ii 1.1 

0 

Dec. 31 

By Realisation Ac¬ 
count . 

36 1 9.462 

1 

0 : 

! j 


Patents. 


i To Balance . 

. 1 V j 

300 10 •• 0 

19... 
Dec. 31 

’ 

By Realisation Ac¬ 

J. i' ' 

£ 


1 

i 

I i: 

1 ' 
i I 

_i 

count . 

36 1 

500 

010 


Realisation Account. 


Cash (Dissolu¬ 
tion Expenses) . 
Balance carried 
down 


19... i 
Dec. 31 j 
M 31 ' 


J. 

J 

r 

£ 

i 

1 s. 

d. 

36 


45,H6« 

i ^ 

0 

36 

!! 

1 

200 

lo 

'0 

V 


6,807 

1 

0 

0 



£52,875 

0 

! 0 

36 

i 

4,538 

1 

io 

1 0 

36 


3,269 

10 

1 



£6,807 

! o' 

!_ ' 

! 0 

1 


Cr. 

19... 1 

J. 

Dec. 31 ! By Cash (Proceeds 

1 1 

Sale of Assets) 

36 52,655 .ojo 

„ 31 1 „ G. McArthur 


j (Motor) 

36 230 I 0 ; 0 


£52,875 i 0 0 

19... 1 , 


Dec. 31 ! By Balance brought 


I down . 

V 6,807 0 0 

1 

i 

£6,807 0 0 


CASH BOOK. 


iq... i 

Dec. 31 ! To Balance 
„ 31 I „ Casli, Proceeds 


Sale of Assets . I 36 | 52,635 o| 


!£53»439 o|o| 


19... 


J- £ 

Dec. 31 

By Dissolution Ex- 

36 200 

7 3,652 

.. 31 

penses 

„ Sundry Creditors 

31 

„ Loan 

5 3.000 

„ 3* 

,, Cash— 

G. McArthur . 
C. Testout . 

I 34,3x8 

3 12,269 

£53,439 


For examination purposes it would be equally correct to open the 
ledger accounts from the Balance Sheet figures, as shown above, and 
to present the Realisation Account as follows:— 
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Dr. 


REALISATION ACCOUNT. 

(Alternative Method.) 


Cr. 


To Transfer from Sundry Asset Ac¬ 
counts (loss on realisation) :— 
Machinery and Plant £701 ■ 
Motor Car 30 |! 

Sundry Debtors 151 i; 

Patents 500 j! 


Cash. Expenses of dissolution 
Balance carried down 


To G. McArthur, Share of Protit 
„ C. Testout, Share of Proht 


. \\ 


200 
6,807 I o 


£8,389 ! O ' O 


4,538 j 

«,^69 j 


:i £6,807 


By Transfer from Sundry Asset Ac¬ 
counts (profit on sale) :— 
Freehold Factory £ 7 . 9«>5 
Stock 4^4 


ij 8,389 

{■; 

ji 


By Balance brought down 


Dr. 


* 9 - ■ ! 
Dec. 3t ; 
M 31 j 

I 


CASH BOOK. 


! 

To Balance . I 

„ Cash. Proceeds Sale 
of Sundry Assets: i 
Freehold Factory J 
Machinery and ' 
Plant . j 

Sundry Debtors . j 
Stock . . ! 


il i 1 

i- i ! *•! 

\il. 

19... 

i" 

784 jo 

0 

Dec. 31 

; By Dissolution Kx- 

i: ! ! 



penses 

i* ! i 


„ 3 i 

„ Sundry Creditors . 

!• 26,4<;o i 0 ' 

0 

„ 31 

„ Loan . . . ! 



3 * 

„ Cash. G. McArthur ! 

!; 8,924 ;o 

0 

., 3 * 

,, Cash. C. Testout. i 

!| 7,395 jO 

! 0 


i 

ti 9,886 lo 

. i 1 

' 0 

1_ 



|U 53,439 jo 

0 

1 




6,807 

0 

£6,807 

0 

.7- 


Cr. 

— ■“■■■■ ■ ■. 


£ 

i 

S.\ 


i 200 

1 0 

! 0 

3 ,fi 5 i 

oi 0 

3,000 

0 

' 0 

34,318 

0 

0 

12,269 

1 

i 

1 

0 

0 

1 (. 53,439 

0 

0 


EXAMINATION QUESTION. 

X, Y, and Z, are partners and share profits as follows: X, ten twenty-fourths; 
Y, nine twenty-fourths; Z, five twenty-fourths. 

X retired, as on December 31, 19..., at which date the Balance Sheet of the 
firm was as stated below:— 



BALANCE 

SHEET, 

DECEMBER 31. 19... 


Capital — 


£ 

1 Goodwill . 

£ 

10,000 

X . 

. I 0,000 


1 Machinery 

8,760 

Y 

7,000 


i Sundry Assets 

10,354 

Z 

5,000 






22,000 

! 


Current Accounts — 


! 


X . 

;ii,o84 


i 

i 

j 


Y 

327 




Z 

871 


1 




2.282 

i 


Creditors 

• 

4.832 

i 




£29.114 

1 

i 

;f29.tl4 


Under the partnership agreement, all assets and liabilities were to be taken at 
book values, with the exception of: (a) Goodwill, which was to be valued at 
three times the average profits of the three years preceding the retirement, and 
(6) Machinery, which was to be re-valued by an independent valuer. The profits 
of the three years prior to the retirement were: First year, ; second year. 
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T91 


/5,64i ; third year, The expert valuation of the machinery was 

Prepare accounts showing the amount due to X on his retirement. {Royal Society 
Arts.) 

Solution, 


JOURNAL. 


Dr. 


Cr. 


Goixiwill Account. 

To Realisation Account 

Be'uig increase in the valuation of goodwill, 
times the average profits ~ /. 10,855. 

. 1 

i.e. three j 


: 

i 

v« 

5. 

0 

d. 

0 

! 

855 

5 . 

0 

1 

d. 

0 

Machinery Account. 

. Dr. i 


1 , 1 X 5 

0 

0 




I'o Realisation Account 






1,115 

0 

0 

Being increase in the valuation of this asset. 









Realisation Account .... 

. Dr. 


1.970 

0 

0 




To X. Capital Account 






820 

16 

8 

„ Y. Capital Account 






7.18 

15 

0 

,, Z. Capital Account 






410 

8 

4 

Being the partners’ shares of the profit on the revalua* 








I tions. 









-—--.-...j—v-- 


7 .— 


— 

_~.r=.T 





X, Y & Z. 

BALANCE SHEET, DECEMBER 31, 19... 






i £ 





1 £ 


d. 

Capital:— 







Goodwill . 


10,855 

0 

0 

Y . 

C7.738 

15 

0 




Machinery 


; 9,875 |o 

0 

Z . . 

5,410 

8 

4 

' 



Sundry Assets . 


10,354 

0 

0 



— 

— 

j 13,149 

3 

4 






Current Accounts : 












Y . 

3^7 

0 

0 









Z . 

871 

0 

0 











—— 

... 

1.198 

0 

0 






X. Balance of Capital 












Account . 

10,820 

16 

8 









X. Balance of Current 












Account . 

1.084 

0 

0 

i 










— 

— 

11,904 

16 

8 






Creditors 




4,832 

0 

0 





i 




i 

01,084 

0 

0 

1 

1 

£31,084 

0 

0 


Dissolution and Division of Assets.—In some cases, on the retire¬ 
ment of a partner, the remaining partners decide to separate and 
dissolve the old firm, one or more of them agreeing to take over the 
assets upon agreed terms. 

Illustration. —Deeds. Tape, and Parchment are in partnership as solicitors. 
Profits are shared in the proportions respectively of one-half, one-fourth, and 
one-fourth. Deeds retired on December 31, 19..., and Tape and Parchment 
decided to practise separately—Tape taking over the general, and Parchment 
the parliamentary practice. The Balance Sheet on the date of dissolution was 
as follows:— 


BALANCE SHEET. DECEMBER 31. iQ -. 



1 

£ 

s. 

d. 



£ 

s. 

d. 

Capital 

Deeds 





Lease of Offices . 


1,250 

0 

0 

£10,000 




Furniture and Fittings 


875 

0 

0 

Tape 

8,000 




Sundry Debtors:— 





Parchment 

6,800 1 




General 

£9.950 





24,800 

0 

0 

Parliamentary 

8,420 

18.370 



Creditors 

. 

5.378 

0 

0 



0 

0 





Cash at Bank 


9,683 

0 

0 


1 

£30,178 

0 

0 



£30.178 

0 

0 
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The agreed terms of dissolution were that Deeds was to be credited with 
/ 6 ,ooo as representing the value of his share of the goodwill, and that this sum 
was to be provided in equal shares by Tape and Parchment. Tape was to take 
over the lease of the ofl'ices at ^^1,000, the Furniture and Fittings at £ 75 ®» 
the general debtors at £ 9 , 500 . Parchment was to take over the parliamentary 
debtors at / 8 ,ooo. Discounts amounting to £ 2 ^ were secured on payment of 
the creditors. The dissolution expenses w'ere £ 250 . 


CASH BOOK. 


Du. c*. 


19... 

1 



LI 

1 

\d. 

19... 



£ 

s.l 

d. 

Dec. 31 

To Balance 


9.<)83 

0 

0 

Dec, 31 

By Creditors . 


5,355 

0 

0 

.. 31 

,, Cash, Tape . 


6,618 

0 

0 

3 X 

,, Expenses of Disso- 




.. 31 

,, Cash, Parchment . 


4,568 

0 

0 

M 31 

lution 

„ Cash. Deeds, Bal¬ 


330 

0 

0 

i 

1 



i 



ance of Capital 
; Account . 


15,264 

0 

0 


I 

i 



/,'20,869 

0 

0 


1 

1 

! 


1^120,869 

0 

0 


REALISATION ACCOUNT. 


Dr. Cr. 


19... 

! 

i 


d. 

19... 

... . . 


i 

; £ 

%. 


Dec. 31 

To Loss on KealLsa- 1 




Dec. 31 i By Discount on Sundry 


! 




tion! 





Creditors . 


; 23 

0 

0 


Lease of Offices . ! 

i 250 

0 

0 

ff 31 

„ Balance carried 






Furniture and Fit- | 

1 




down 


1 1,472 

0 

0 


tings . 

125 

0 

0 


■ 






General Debtors 


j 450 

0 

0 




i 




Parliamentary 












Debtors 


! 420 

0 

0 







» X 3 

,, Expenses of Dis- 












solution 


250 

0 

0 










iil' 495 . 

i—i 

1 0 

0 




£i. 49 i. 

' 0 

lZ 

19... 



1 i 



19... 






Dec. 31 

To Balance brought 


1 i 



I>ec. 31 ; 

By Deeds, ( Share of 






down 


i 1,472 ; 

0 

0 


Loss 


736 

0 

0 




1 



« 31 

„ Tape, i Share of 












Loss 


368 

0 

0 




I 



M 31 

Parchment, t 












Share of Loss 


368 

0 

0 



i 

1 £*,472 

0 

0 


1 


£i, 47 a 

! 

3 

£ 


DEEDS. CAPITAL ACCOUNT. 


Dr. 


19... 


Dec. 31 

To Share of Loss on 

Realisation 

„ 31 

„ Balance carried 

down 

19... 
Dec. 31 

To Cash . 


i ^ 

s. 

d. 

19 ... 
Dec, 31 

736 

0 

0 

M 3> 

j >5,264 

0 

0 


£16,000 

0 

0 



1 1 


19... 

1 15,264 


0 

Dec. 31 

i £>5,264 

_ 

0 




By Balance 
„ Goodwill 


Cr. 


i £ 

f. 

d. 

1 10,000 
' 6,000 

0 

0 

0 

0 

£16,000 1 

_0 


>5,264 

0 

0 

£*3,264 

0 

0 


By Balance brought 
down 
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D». 

......- . .. ^- - 





( 

Cr. 

19... 

'Jo Share of Loss on ! 

i! 1 \ 

i : 

' s. d. 

IQ... i 

: 1 

i ! 

£ 


l^ec. 31 


! ' 

Dec. 31 i 

: By Balance . . ' 

1 R,6 oo 

ojo 


Realisation . j 

! 

10.0 

*> 31 

; ,, Balance carried 1 

1 

.. 3* 

„ Half Share of I 



j down 

: ! 6,6x8 

Ij 

i 01 0 

Deed’s (iOiKlwill . 

3,CK)0 ! 

! 010 

1 

1 ■ 


» 31 

„ l^asc of Dfliccs 

1,000 

1 oj 0 





M 3* 

„ Rnrniture and Fit¬ 
tings 


1 ; 

1 0:0 


1 

i I 


'» 3» 

,, General Debtors . 





Ii 




i 1 

! 0 0 

i 

j 


Ii /14,618 

0 0 

19... 
Dec. 31 

To Balance bnaight ! 

j 

! 1 
j 

IQ... ! 

Dec. 31 

By Cash . . . i 

i i: 

M 

;i 6,618 

;i 

01 0 


down 

i 

; ji 6,618 

0; 0 


1 


i 

i ii £6,6x8 

1 j; 

0 1 0 

j 


ii £6,618 

01 0 


PARCHMENT. CAPITAL ACCOUNT. 

1>R. Cr. 


19... 

j 

ji £ 

19... 


c 

s. 

d. 

Dec. 31 

To Share nf Loss on ; 


Dec. 31 

By Balance 

.1 6,800 

0 

0 

Realisation . i 

/ 368 o'o 

! i 

31 

„ Balance carried 

'i 



.. 3 X 

„ Half Share of | 

down 

ii 4»568 

0 

0 

Deed’s Goodwill ! 

; 3,000 , 0 0 

' i i 





31 

,, Farliatiientary i 



ii 




Debtors 

!j 8,000 ! 0 i 0 



i! 





; /.11,368 o'o 



•: £11,368 i 

il-**- 

_ 

' 0! 

L2. 

19... : 

I 

!• 1 

19... 


‘i 1 

1 1 


Dec. 31 i 

To Balance brought ' 

i i 

Dec. 31 i 

By Cash . 

ii 4 , 56 s 

0; 

0 


down 

4,568 :ojo 



}l 

1 


i 


£4,568 iojo 




i 

0 


Note.’ -The student will realise that for this arrangement to be fair the Good¬ 
will of the two branches of the practice must be substantially equal in value. 


Distribution of Assets in Specie.—Wliere the partners cannot 
agree upon the value to be assigned to certain assets which cannot 
readily or conveniently be realised, the book value should, in the 
absence of agreement, be transferred to the debit of the partner's 
Capital Accounts in the proportion in which they share profits or losses. 

Illustration .—A and B have capitals of /900 and £(>00, and share profits 
as to one-fourth and three-fourths, respectively. The assets include 400 shares 
of doubtful value, which appear in the books at cost, i.e. £^oo. They ask your 
advice as to the proper treatment of this asset upon dissolution, as they are 
unable to agree. State your proposals. 

Answer .—Assuming each share to be of the same class, tlie asset account 
should be closed off by transferring £75 to the debit of A’s Capital Account, 
and £225 to the debit of B’s Capital Account, the shares being transferred into 
the names of the individual partners, i.e. 100 to A and 300 to B, or being held 
for them in that proportion. By such means the holding of each partner becomes 
rateable to his interest in the shares, for it is then immaterial whetlier they are 
worth more or less than the book value, or whether a profit or loss ultimately 
results. 

Dissolution and Revaluation of Assets. 

Illustration. —H. Dickson, J. B. Clarke, and G. Macdonald were partners, 
sharing profits in the proportions one-half, one-third, and one-sixth respec¬ 
tively. The Balance Sheet of the firm at December 31, 19..., was as follows:— 
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Dickson, Clarke & Macdonald. 

BALANCE SHEET, DECEMBER 31, I9- * 




£ 

5. 

d . 


£ 

r. 

d . 

Capital: 

1 




Freehold Factory 

10,000 

0 

0 

H. Dickson 

£12,000 1 




Machinery and Plant . . j 

5 » 74 X 

0 

0 

j. B. Clarke . 

7,000 1 




Loose Tools . . | 

744 

0 

0 

G. Macdonald . 

3.500 j 




Motor Vans 

3,46a 

0 

0 



2:5,500 

0 

0 

Stock ..... 

4,878 

0 

0 

Sundry Creditors 


1.440 

0 

0 

Sundry Debtors 

3,641 

0 

0 

BUls Payable 


800 * 

0 

0 

Cash at Bank .... 

, 2,274 

0 

0 

Loan (secured by 

mortgage on j 

1 




1 



Freehold Factory) 


6,000 i 

0 

0 


1 1 

! 1 




!| £30.740 


0 


£30,740 j 

0 

0 


Dickson retired as on January i following the above Balance Sheet. The 
business was taken over by Clarke and Macdonald on the following terms:— 

(a) The assets were to be revalued as follow'S: Freehold Factory, /i 2,000 ; 
Machinery and I*lant was to be depreciated by 20®and Loose Tools by 
33 i%: Motor Vans, /2,20o; Stock, £5,000. Provision for bad debts was 
agreed at /300. 

(b) The liabilities were, taken over at the Balance Sheet values, and discount 
amounting to £102 w'as secured when paying the creditors. One quarter's 
interest on the Mortgage at 5% had been omitt€^d from the Balance Sheet. 

(c) (k)odwill was to be valued at £8,000. 

(d) Of the amount due to Dickson on retirement, £5,000 was to be left in 
the business as a loan at 5%, and the balance was to be paid out over a term 
of ten years in equal instalments beginning June 30 next after the retirement. 

(e) Clarke and Macdonald were to pay the expen.ses connected with the 
retirement, and these amounted to £100. 

Prepare (i) the Journal entries, (2) the Realisation Account and other 
Ledger accounts recording the above particulars in the books of the old firm 
as on January i, 19..., assuming that the transactions had been completed on 
that date. Assume also that the Sundry Creditors were paid off in cash, and 
that the Mortgage on the Factory and the Bills Payable remain on the books 
as shown in the above Balance Sheet. 
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JOURNAL. 


Dr. 


Cr. 


31 


3X 


3X 





i ^ 

1 

\d. 

£ 

.r. 

Sundries 

Dr. 







To Realisation Account .... 


2 

i 



2,122 

0 

Freehold Factory. 


Zl 

j 2,000 

0 

0 



Stock. 


15 

122 

0 

0 



Being appreciation of these assets. 






i 


Realisation Account ..... 

Dr. 

I 

i 2,958 

4 

o'l 


To Sundries : — 



i 



r 


Plant and Machinery .... 


14 




i i,X 48 

4 

Loose Tools ...... 


18 

i 




0 

Motor Vans ...... 


20 

i 



! 1,262 

0 

Sundry Debtors (Provision) 

! 

22 

! 



' 300 

0 

Beuig depreciation of these assets and provision for bad 


i 





debts. 


ij 

! 



! 


Goodwill ....... 

Dr. 

3 * 

8,000 

0^ 

0 



To Realisation Account .... 


2 




1 8,000 

0 

Being agreed value of this asset. 








Realisation Account. 

Dr. 

I 

75 

0 

0 



To Mortage Interest ..... 


34 




75 

0 

Being one ciuarter’s interest at 5% pei annuiii on £6,000 







accrued due. 








Discount Account ...... 

Dr. 

27 

102 

0 

0 



To J. B. Clarke, Coital Account . 


10 




66 

0 

„ G. Macdonald, (Capital Account 


4 




34 

0 

Being profit (discount) on discharge of creditors. 














Realisation Account. 
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Profit on discharge of Creditors . 
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LEDGER— continued. 

Freehold Factory. 
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XI 

Dr. 


12 

Cr. 


XQ... 

To Balance . 


i 

! € 

S. 

d. 

19... 


—- 

i 

s. 

d. 

Dec. 31 

V 

1 10,000 

0 

0 

Dec. 31 

By Balancecarricd 






,, ReaUsatioQ Ac- 

J. 

I 



down . 

V 

12,000 

0 

0 


count 

x6 

j 2,000 

0 

0 









0 

0 




£X 2,000 

0 

_o 

IQ... 



i 






1 



Jan. X 

To Balance brought 












down 


1 12,000 

0 

0 







13 


Machinery 

AND FlaNT. 



14 

Dr. 










Cr 


19.., 

1 1 

i 1 

. 

! c 

s. 

d. 

19... 


J- : 

I £ 

5. 

d 

Dec. 31 

' I'o Balance . . | 


1 5.741 

0 

0 

Dec. 31 

Bv Realisation .Ac- 





: 1 

i I 


1 

1 



.. 31 

count 

,, Balance carried 

1 16 : 

! 

1,148 

4 

0 



' 1 


i 



down 

j 

4.592 

x 6 

0 


1 



0 

0 




I £5,741 

0 0 

iq... 


i' 






; 1 



Jan. X 

i To Balance brought j 


1 






1 1 




; down . . ; 

V 

4.592 

i 

,6 

0 




1 1 
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Dr. 


19,.. 

Dec. 31 ; To Balance . . f 

„ 31 i ,, Realisation Ac- ; J. 

count . . I x6 


i9.-- i I 

Jan. X ! To Balance brought j 

I down . • ! V 


Stock. 16 


Cr. 


£ 



19... 


1 

£ 

5. 

d. 

4.878 

0 

0 

Dec. 31 

By Balance carried 

1 








down . 

3/ 1 

5.000 

0 

0 

X 22 

*> 

0 







£5,000 i 

JO 

|_o 

1 


1 

£5.000 1 

0 

' 0 

1 

i 

3,000 

n 

i 0 

0 

1 

j 

j 

i 

j 

ii 

i 

"1 



1 



. _ . _' 

i. li 

i__ 




17 

Dr. 


19... 
I!>ec. 31 


To Balance . 


• 

Jan. 1 j 

I 


Loose Tools. 


18 


Cr. 


li ^ 

5. 

d. 

xq... 


J- 1 

£ 

■ 

5 . 

d . 

V 

744 

0 

0 

Dec. 31 

By Realisation Ac- 


248 








count 

0 

0 





„ 31 

,, Balance carried 









down 

V 

496 

0 

0 


£744 

0 1 

0 




. £?** 

0 

_o 

^ 1 

496 

0 

0 








To Balance brought 
down . 
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LEDGER— continued, 

XQ Motor Vans. 20 


19... 

... . . r 'i 

!| c 

S. 

d. 

19. •• i 

! J. 

1 

i ^ 

s. 

Dec. 31 

To Balance . . ; \/ 

3.462 ; 

0 

0 

Dec. 31 ' By Realisation .Ac- 

! 








1 count 

i *6 

1 1.262 

0 


i ' 

i 



„ 31 I >. Balance carried 


1 



i i 

1; 



down 

a' 

2.200 

0 


! 

! ^3.462 


0 



.jU;!** i 

0 

19... 1 

1 

ij' 







Jan. 1 1 

To Balance brought \ 

\ ! 

\ 1 

1 



i 



i 

down . ■ 1 V"' 

1 1 

"i 

1 0 

i 

1 




21 Sundry Debtors. 

Dr. 


22 


Cr. 


19... i 

Dec. 31 ! To Balance . 


19... i 

Jan. z : To Balance brought 
i down 


3.641 ;o 


£'3.641 0 0 


19... 1 

Dec. 31 j By Realisation Ac- 
: count 

*. 31 i M Balance carried 

down 


J- i 

1 £ 

2.! 

16 ! 

1 

300 

0 

v' j 

i 3.3.1 

0 


' 43.«.> 

0 


3.341 joio 


23 Sundry Creditors. 24 

Dr. Cr. 


19 '-* i i C.B. ji £ •*•!<<• 19.-- ! 

Dec. 31 1 To Cash and Dis- ; ii [ ; Dec. 31 j By Balance 

j count . i 30 I 1,440 : o} o 

j !,- 

£1,440 I o jo £1.440 


25 

Dr 


£ i5-irf.| 19... £ i. d. 

I Dec. 31 ; By Balance | 800 o o 


Bills Payable. 


26 


Cr. 


27 Discount Account. 28 

Cr. 


19... 

To J. B. Clarke, 

■■ ■ "1 

1 

£ 

U. 

d. 

19... i 

! C.B. 

£ 

5 . 

Doc. 31 



1 


Dec. 31 ! By Sundries 

30 

102 

0 


Capital Account 


68 

lo 

0 



.. 31 

1 „ G. Macdonald, 



i 


j 




Capital Account 


34 


0 

1 

1 

1 





V 

j £ro2 

j 

0 

1 


j £102 

0 
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Dec. 31 j By Realisation Account 















Clarke & Macdonald. 
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0 

0 

0 

0 

0 

0 0 

0 

0 

0 

0 

0 0 

0 

0 0 

vO 

11 

0 

0 

rM 

vO 0 

0 

0 

»o 

0 

0 

0 

O' 0 

0 

to 

NO 


0^ 



q 

rnoc 


CJO* 





<0 

vD* 







ro 


. 







►H O 

o 

O ro 


L • • • S 

j) C 

^ V) i/: vO 

^ >*0 c ; 2 c » 

: s .2 s 35 


1 rt-GC 

0 

0 

0 

0 

NO 'S 

oc 0 

0 

0 


^ 0 

0 

vC cjo 

-r 0 

0 t- 

t^iO 

u-jr/D 

0 


o” 

. 0“ 





o 

.tJ 

•c O pj 

p uo >> 

^ -S:^ ^ 

fc-S « 


'm Goodwill /8,ooo, and debit their Capital nts in proportion (2 and i). 

{b) They- could have omitted it entirely from the .tion Account, merely crediting Dickson’s Capital Account with 
nis share {£4,000) and debiting the like amc their own Capital Accounts in proportion (2 and i). 
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Dissolution. Writing Back Reserves and Revaluation. 

Illustration. —X, Y, and Z own in partnership a fleet of steamers. They 
share profits as follows: X, one-half; Y. one-third; Z, one-sixth. X holds 
40,000 of the capital, Y, 18,000, and Z, jT 14,000. X retired from the firm 
as on December 31, 19... According to the partnership deed, goodwill was to 
be valued on the death or retirement of a partner at an amount equal to the 
average of the profits of the three years preceding retirement or death The 
profits for the first year, coming into average, were 4,782 ; for the second year 
there was a loss of and for the third year a profit of ;£2o,i89. The 

average profits were therefore:— 


First year, profit 

. 14,782 

Third year, profit ;£2o,i89, less Loss 
below), ;i684 .... 

on Stores (see 

. 19.505 


34.287 

Less Second year, loss 

4.287 


3)30,000 

Average profit 

. £ 10,000 


The Balance Sheet of the firm on December 31, 19..., the date of X’s retire¬ 
ment, was as follows:— 


X. Y & Z. 

BALANCE SHEET, DECEMBEK 19... 


Capital:— 

£40,000 

L 

i 

s.\ d. 

Y ! ! ! 

Z . 

Current Accounts : 

18,000 

14,000 

' 7i,ooo 

i 

0! 0 

X . 



I 

Y . 

3.242 


1 

Z . 

1.874 ! 

i< 

i! 10,988 

: 1 

; Oj 0 

Marine Insurance I’und 

. ! 

!| 18,250 

. 0 ! 0 

Provision for Bad l>cbts 


jl I,<KX> 

■ 0; 0 

lx)aii from Bank 


'■i 12,500 

! 0 ’ 0 

Sundry Creditors 


17,975 

i 0! 0 

Su$i>ense Account 


750 ; 

£133.463 

j 0 i 0 
: 0 1 0 


Stcanishii>s (/foic. Tulip, and 

94.656 

Aster) ..... 

leasehold Wharf 

9,684 

Stores, Coal, etc. 

8,684 

Jaf'hters and Launch 

2,178 

Sundry Debtors 

12,641 

Casli at Bank .... 

5,620 


, £133.463 


It had been the firm’s practice to underwrite a portion of their marine risks 
by charging an annual sum to Profit and Loss Account. It was agreed that 
the marine risks represented by the accumulated fund standing in the Balance 
Sheet had expired. It was also agreed that: (a) the I’rovision for bad debts 
was £350 in excess of requirements; {b) the Suspense Account, created to com¬ 
plete a claim now abandoned, should be written back. The following revalua¬ 
tions were also agreed; Steamships, ;f90,ooo; Leasehold Wharf, £i2,y^2; 
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Stores, etc., £S,ooo; Lighters, etc., £'2,000. Dissolution expenses were £200. 
The Realisation (or Revaluation) Account is as follows:— 


REALISATION ACCOUNT. 


Dr. 


19... 
Dec. 31 


To Depreciations as 
agreed :— 
Steamships 
Stores 

Lighters, etc. 

„ Expenses of Disso¬ 
lution 

„ Balance carried 
down 


Z9.. 

Dec. 31 ! To X, 


31 i ,, Y, I Share 


3^i 


Share 
Share 
Z, it Share 




4,656 I o 


684 


178 ; o 

I 

200 I o 

! 1 

26,690 ! o! o 


I 


i; £32, 408 ■ ojo 


13.345 ! o' o 

8,896 113: 4 

:! £26,690 I O : O 

!i I : 


Suspense Account, 
written back 

Excess provision for 
Dad l^bts, writ¬ 
ten back 

Appreciation in 
value of Wharf . 

Goodwill, average 
profit of last 3 
years 


Dec'. 31 j By Balance brought 
down 


Cr. 


19... I > 

Dec. 31 i By Marine Insurance | 
Fund, written back I 



s. 

d. 

28,250 

0 

0 

750 

0 

0 

350 

0 

•> 

3.058 

i 0 

1 

0 

20,000 

°! 

0 

j£3a.4o8 

0! 

0 


26,690 


£26,690 


The amount to be paid out to X on completion of the dissolution would 
therefore be:— 


X. CAPITAL ACCOUNT. 

Dr. Cr. 


1 i 

£ 


29... 

1 ...i 

£ 

s. 

d. 

Dec. 31 1 To Balance carried ■ 


1 ; 

Dec. 32 

j Bv Balance 

. 40,000 

0 

0 

1 down . . j 

j: 59.217 

; 0:0 

.. 31 

„ Transfer from Real- 1 




, i 


j 


) isation Account . i 

13.345 

0 

0 

! 1 


1 

.. 31 

■ „ Transfer from Cur- j 





ji 

1 

;_1_ 


; rent Account 

: 5.872 

0 

0 



i 0 i 0 


i ^ 

!:£ 59.227 

. 0 

jo 

1 ! 

i; 

!; 

i ; 

19... 
Dec. 31 

i By Balance brought | 

ii i 



' 

ii 

i 1 

1 : 


i down . , ( 

i ' 

ii 59.*>7 

li i 

L 

1 ° 


Y and Z, the continuing partners, may prefer to revert to the financial 
position prior to the retirement of X in so far as Goodwill and the Marine 
Insurance Fund are concerned. If so, the entries made for the purpose of X’s 
retirement can be reversed as follows:— 


19... 
Jan. 1 


JOURNAL. 


Sundries :— Dr. j 

Y, Capital Account.; 

Z, Capital Account 

To Goodwill Account. 

„ Marine Insurance Fund . j 

Being reversal of entries in Realisation Account dated j 
Deceml>er 31, 19... ! 



• This represents Y or Z’s proportion of the Fund. 


The revaluation of the assets can also be reversed, or again revised, in a 
similar manner, if desired. 
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Dissolution by Death. Interest in Lieu of Profits.—Some deeds of 
partnership provide that upon the death of a partner the representa¬ 
tives of the deceased shall be paid interest at a fixed rate upon the 
deceased partner's capital from the date of the last Balance Sheet to 
the day of death. This interest is in lieu of any share in the profits 
which may have accrued, and is usually fixed at a higher rate than is 
allowed on capital in the ordinary course. Such an agreement 
obviates the necessity of preparing special accounts up to the date of 
death, but it may, of course, operate harshly as between the surviving 
partner and the representatives of the deceased partner if abnormal 
profits or losses have occurred since the date of the last Balance Sheet 
prior to the death. 


Illustration. —A, B, and C are partners and share profits in the proportion 
one-half, one-fourth, and one-fourth respectively. On December 31, 19..., the 
date of the last Balance Sheet, the Capital Accounts stood as follows: A, ;£ 10,000; 
K, £^,5^0] C, £S,ooo. On March 31 following, the credit balances of the 
Current Accounts were: A, £952 B. £yS6; C. £810. It was provided by the 
partnership deed that, in the event of a partner's death, interest at the rate of 
8% per annum was to be allowed from the date of the last Balance Sheet to the 
date of death, in lieu of a share of profits for the same period. Goodwill was 
to be valued at one gear's purchase of the avf^rage of the profits for the three 
years ended on the date of the last Balance Sheet prior to the death. The 
profits for these years were: £7,896, £$,274, and £6,842, tlie average therefore 
being ^6,004. A died on March 31. 19... The amount payable to the repre¬ 
sentatives of A would appear in his Capital Account as follows:— 


A. CAPITAL ACCOUNT. 


Dr. 


19... 1 

Mar. 31 

i 

To Balance carried 
down 

i 

■ -C 

14,154 

! 

j 

1 •« 0 i 

; 0 j 

i 



! £14,154 ' 

: 0 ’ 0 1 




1 11 


Cr. 


19... 



1 £ 

5 . 

d. 

Dec. 31 

By Balance 


10,000 

0 

0 

Mar. 31 

„ Transfer from Cur¬ 






rent Ac.count . 


952 

0 

0 

„ 31 

„ Interest on £ 10,000 






at 8% for 3 






months • . 


300 

0 

0 

„ 31 

„ Share of Goodwill 





1 

1 (half) 


3,002 

0 

1 0 

19... 

i ‘ 


£14,154 

1 

0 ' 

1 

: 0 

Mar. 31 

By Balance brought 1 

i 

1 


1 

dm^n . 1 

j 14,134 

0 

0 


* It mic'ht be contended that this Interest should be based not on £10,000 but on the agreed amended 
capital, i.e. £13,954. 


Loss on Dissolution.—By way of further illustration, a problem 
resulting in a loss upon dissolution may prove useful. The journal 
and ledger entries are identical in principle with those already dealt 
with in the preceding illustrations, and need not be repeated in 
extenso. 


Illustration. —B. Uprichard and L. Inchiquin are equal partners. Trading 
having proved unsuccessful for the past few years, they decide to wind up the 
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business as on December 31, 19... At that date their Balance Sheet was as 
follows:— 


BALANCE SHEET. DECEMBER 31. 19 .. 


Capital:— 

B. Uprichard 
L. Inchiquin 

Sundry Creditors . 
Loan from Bank . 


jl £ 

s. 



£ 

s. 

d. 

i 



Leasehold Warehouse 

8,241 

0 

0 

£10,000 |I 



Machinery and Plant . 

4,110 

0 

0 

8,000 I 



Stock . 

5 .* 2 l 

0 

0 

-ij 18,000 

0 

0 

Sundry Debtors £^,420 




4.490 

0 

0 

Less ] Provision for Bad 




. . i: 2,000 1 

0 

0 

Debts . 321 




! 




6,099 

0 

0 




Cash in hand .... 

219 

0 

n 

■ £24,490 

! 0 

! i 

0 


£24,490 

1_ 

0 

0 

L:::: 


The assets were realised with the following results: Leasehold Warehouse, 
;£7,85 o; Machinery and Plant, ^3,320; Stock, £ 5 * 99 ^Sundry Debtors, 
25,997. The goodwill, name, and trade marks of the firm were sold for £200. 
The expenses of dissolution w'ere £i$o. When settling with the creditors, it 
was found that a debt of £50 had been omitted from the above Balance Sheet. 
Dealing with this problem upon the alternative method already illustrated, the 
more important accounts would appear as follows:— 


16 JOURNAL. 

I>R. Cr. 


19... 


£ 

s. 

d.'! 

£ 

5. 

d. 

Dec. 31 

Realisation Account.Dr. ; 

: 1,804 

0 

0 ii 





To Simdrv Assets :— 



|: 





Leasehold Warehouse.1 

i, 


! 

391 

0 

0 


Machinery and Plant ..... 

|i 


:i 

790 

0 

0 


Sundry Debtors 




423 

0 

0 


Being transfer of the losses on sale of these assets. | 

ii 

•1 


1] 




» 31 

j Stock ..Dr. i 

* 

175 

0 






i To Realisation Account . 1 

i 



Ij 

175 

0 

0 


Being transfer of the profit on the sale of this asset. 1 

! 



ii 




,, 31 

Provision for Bad Debts.I>r. ! 


321 

0 

o!| 





To Realisation Account 




li 

321 

0 

0 


Being transfer of balance of this reserve account. j 




, !l 

1 

! 




I CASH BOOK. 2 


Dr. 









Cr. 

19... 


ii c 

5 . 

d. 

19... 



£ 

s. 

d. 

Dec. 31 

To Balance 

j; 219 

0 

0 

Dec. 31 

By Sundry Creditors 

V 

4,490 

0 

0 

,, 31 

,, Cash. Proceeds 

ii 



„ 31 

,, Loan from Bank 

V 

2,000 

0 

0 


realisation of 

1 ! 



„ 31 

,, Mxpenses of Dis- 






Sundry Assets: 

1, 




solution 

3 

150 

0 

0 


Leasehold 

Ii 



31 

,, Liability omitted 






Warehouse 

10 !: 7,850 

0 

0 


from Balance 






1 Machinery and 

j! 

1 


1 

Sheet 

3 

50 

0 

0 


! Plant 

V ij 3,320 

0 i 

0 


„ Cash. B. Up¬ 






Stock 

V ! 5.906 

0 

0 


richard . 

5 

9.446 

0 

0 


Sundry Debtors. 

V :! 5,99710 

0 


„ Cash. L. Inchi' 



1 


31 

„ Cash. Proceeds 

ij 



31 j 

quin 

7 

7,446 

0 

0 


Sale of Good¬ 

il 



j 







will, etc. . 

4 j: 200 

0 

0 









ij 

0 

0 




£23,5*2 

0 

0 
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LEDGER. 

Realisation Account. 


Dr. 


Cr. 


To Loss on Realisa¬ 
tion of:— 
Leasehold Ware¬ 
house 

Machinery and 
Plant 

Sundry Debtors 
„ Expenses of 
Realisation 
,, Liability omitted 
from Ualance 
Sheet 


To Ifalance brought 
down 


J. 

L 

s. 



By Profit on Rcalisa- 

J. 

£ 

s. 

d. 






tion of Stock. 

„ Provision for Bad 

16 

X 75 

0 

0 

x6 

39 » 

0 

0 


Debts 

— 

321 

0 

0 





,, Proceeds Sale of 

C.B. 



— 

790 

0 

0 


Goodwill 

X 

200 

0 

0 

— 

423 

0 

0 


Balance carried 





C.B. 




down 

V 

x,io8 

0 

0 

1 

150 

0 

0 







2 

50 

0 









£1,804 ' 

0' 

' 0 




41.804 1 

! 0 

0 



"1 

r 


i 

By B, ITprichard 

1 5 

554 

1 1 

0 


J.108 


0 


„ L. Inchiquin . j 

I 7 

554 1 

I ^ 

! 0 


1 41,108 

-■ 

0 

1 


I j 

i£x,io8 

1 

0 

10 


B. UpriCHARD. Capital Account. 


Dr. 


19,. 


Dec. 31 I To Realisation Ac- ! 

count . . I 4 

, Balance carried 


19... 
Dec. 31 


down 


To Cash . 


V 


i 

554 

9.446 


i,410,OOP 


jC.B.i: • I 

. ! 2 1 = 9 . 446 jO;o 

I i) I I 


Cr. 


Dec. 31 ! By Balance 


19... ; 

Dec. 31 I By Balance brought 
! down 


i is. 


10,000 


j! 4 ro,ooo! o I o 


/ ' J I 

V : 9 . 446 !ojo 


Dr. 


19... 
Dec.31 


19... 
Dec. 31 


L. iNCHiguiN. Capital Account. 


To Realisation Ac¬ 
count 

„ Balance carried 
down 


To Cash . 


f i..u. 


C.B 


554 

7.446 


48,000 


7,446 


19... ! 

Dec. 31 By Balance 


Ck. 


! v' ll 8,000 


I 9 -- i 

Dec. 31 j By Balance brought , ,, 

I down . j x'" j; 7,446 o 


£8,000 


s.\d. 
o 1 o 


Dr. 


19... 
Dec. 31 


Leasehold Warehouse. 


10 

Cr. 




£ 

5. 

d. 

19... 


C.B. 

£ 

s. 

d. 

To Balance 

y/ 

8,241 

0 

0 

Dec, 3X 

By Cash 

I 

7.850 

0 

0 





M 31 

„ Realisation Ac¬ 









count . 


39 X 

0 

0 


[ 

£8,241 

0 

0 




£ 8 , 24 X 

0 

0 


The remaining asset accounts duplicate the Leasehold Warehouse Account 
given below. 
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EXAMINATION QUESTION. 


A, B, and C carried on business in 
Balance Sheet was as follows:— 

partnership, and on December 

31 their 

Liabilities. 

L 

Assets. 

L 

Sundry Creditors 

4,500 

Land and Buildings . 

4,000 

A, Loan 

6,000 

Plant and Machinery . 

8,000 

Capital Accounts— 


Loose Plant and Tools 

1,500 

12,000 

Stock in Trade . 

10,000 

B . 

. 10,000 

Sundry Debtors 

14,000 

C . 

7.500 

^40,000 

Cash at Bank and in hand . 

2,500 

;£40,ooo 


They decide to dissolve their partnership as at December 31. A retires, and 
B and C carry on the business, and agree to purchase A's share in the capital 
of the firm in the proportions in which they share profits and losses. Profits and 
losses are shared: A, two-fifths; B, two-fifths; C, one-fiftli. A agrees to allow 
his loan to remain in the business. 

For the purposes of the dissolution, the Goodwill is valued at £s,ooo, and the 
assets are to be taken as follows: Land and Buildings, ;£4,5oo; Plant and Machin¬ 
ery as in the Balance Sheet, subject to 10% depreciation; Loose Plant and Tools 
as in the Balance Sheet; Stock-in-Trade at 9,000; Sundry Debtors as in the 
Balance Sheet, subject to ;£i,i58 provision for bad debts and an allowance of 5% 
for discounts and costs of collection (calculate to nearest £). 

The liability to Sundry Creditors is taken over by B and C, subject to an 
allowance of £200 for discounts. 

B and C continue to share profits and losses in the same proportions as hereto¬ 
fore. 

Draw up the Healisation Account, the Ledger Accounts, and the Balance 
Sheet of B and C as on January i next. (Chartered Accountants — Final,) 


Solution. 

24 JOURNAL. 


Dr. Cr. 






i i 

s. 


L 

5 . 

A. 


Realisation Account. 

Dr. 

I 

\ 3 ,<x>o 

0 

0 





To Sundry Assets :— 









Plant and Machinery (10% Depreciation) 


*4 




800 

0 

0 


Sundry Debtors (Provision for Bad Debts) . 

• 

20 

i 




0 

0 


Sundry Debtors (Discounts and Costs) 

• 





642 

0 

0 


Stock . 


18 




x,ooo 

0 

0 


Being transfer of the losses on these assets. 









Land and Buildings. 

To Realisation Account .... 

Dr. 

IX 

500 

0 

0 






2 



500 

0 

0 


Being transfer of the profit on this asset. 









Goodwill Account ...... 

Dr. 

9 

5,000 

0 

0 





To A. 


4 




2,000 

0 

0 


„ B. 


6 




2,000 

0 

0 


„ C. 

1 Being share of the valuation of Goodwill. 

• 

8 




1,000 

0 

0 











Sundry Creditors. 

To Realisation Account .... 

Dr. 

25 

200 

0 

0 






2 




200 

0 

0 


Being reserve for discounts, etc. 








L 
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Realisation Account. 


To Loss on Realisa¬ 
tion of:— 
Plant and Ma¬ 
chinery . 
Sundry Debtors . 
Stock 


To Balance brought { 
down 


800 !o ol 
1,800 o ol 


|| 2,900 p’ I ^ 
i‘ £2,900 ' o j o 


• 


J. 


s. d . 

Dec. 31 

By Profit on Land 


' 1 



and Buildings 

24 

500 

0 0 

„ 31 1 

„ Reserve for Dis- 




1 

counts, etc., on 





Sundry Credi- 





tors 

24 

200 

1 0 0 

.. 3 * 

„ Balance carried 





down 


2,900 

0 0 




£3.600 

0 0 

19... 





Dec. 31 

By A, if loss . 

3 

1,160 

I 0 0 

31 

B, K loss . 

5 

x,i6o 

0 0 

.. 31 

„ C, i loss . 

7 

580 

0 0 




£2,900 

0 0 


A. Capital Account. 


19... 

Dec. 31 To I-oss on Realisa¬ 
tion . 

„ 31 „ Balance trans- 

ferred :— 


1 ^ 

L 

s . d . 

; 1.160 

0 ’ 0 

i 

1 8,560 

0 0 


0 0 


j— 

0! 0 






1 

^ £ s . d . 

• 3 * 

! By Balance 

. 

> 12,000 0 0 


! 

( J. 

j 

^'1 

j ,, Share of Goodwill 

I 24 

j 

'j 2,000 0 ■ 0 

|! 

j 


1 

ji 



[ . 

Ij £14,000 0 0 


B. Capital Account. 


Dr. 







Cr 


19... 



£ 

Is. d . 

19... 

I 

i 

ij £ 

5. 

d . 

Dec. 31 

To Loss on Realisa- j 




Dec. 31 

i By Balance . 

V' !1 10,000 

0 

0 


tion . . 1 

2 

x,i6o 

;o 0 



J. ;l 



.. 31 

„ Balance carried j 



i 

„ 31 

1 ,, Share of Goodwill 

24 2,000 

0 

0 


down 


19,400 

10 0 

„ 31 

j ,, Transfer from A’s 

1 







1 


Capital .Account 

3 ;'! 8,560 


0 




£20,5601 

1 0 jo 



|£ao,56o 


_o 





i 

19... 


1 








Dec. 31 

By Balance brought 

1 









down 

V 19,400 

0 

0 


C. Capital Account. 


To Loss on Realisa¬ 
tion ... 3 

„ Balance carried 
down yJ 


£ s . d . 19.,. I s . d , 

Dec. 31 By Balance . \/ 7»500 o o 

580 00 j. 

„ 32 „ Share of Goodwill 24 x,ooo o o 

200 00 ,,31 (» Transfer from A’s 

Capital Account 3 4>38o o o 


\/ 12,200 o o 

£12,780 o o 


||£i2,78o|o) o 


Dec. 31 By Balance brought 

down y/ 12,200 o o 
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LE DGE R— continued. 


9 Goodwill Account. io 

Dr. Cr. 


19... 

i j-11 £ !*■!<«■ 

j 


C 

s. 

i. 

Dec. 31 

To Sundries . • j ^4 1 ; j 0 I 0 

!.. i 






XI 


Land and Buildings. 


12 


Dr. Cr. 


19... 


’""i!. 1 j ’ 

i £ \s.\d. 

19... I 

..... 

1 £ 

5 . 

d. 

Dec. 31 

To Balance . j 

j! 4,000 i 0 ; 0 

J* 'i i i 

Dec. 31 i By Balance carried 


j 




,, Realisation Ac- ; 

down 

V 

4.500 

0 

0 


count 

24 ;j 500 0 ; 0 

1 


! 




1 

1 

|; £4.500 : 0 i 0 

i 



0 

0 

19... 
Dec. 31 

I 

! 

To Balance brought ! 

'1 . . 

;i 1 ! 

!•' ' i 

i i 






down 

ji 4,500 Oj 0 

‘i.. ... 

1 1 






13 Plant and Machinery. 14 

Dr. Cr. 


19... 
Dec. 31 

j 

To Balance . • 1 v' 

i 

19... 1 
Dec. 31 i 

^ 1 
'• 

To Balance brought ; 

j 

down . V 


’1 f. 

i s.-d. 

19... 


J' 

£ 


d. 

: 8,000 

, 0; 0 

Dec. 31 

By Realisation Ac- 

1 





i i 


count 

24 1 

800 

0 

0 


! i 

„ 31 

,, Balance carried 

1 




I; 

i ! 


down 

v'! 

7,200 

0 


i; £8,000 

i 0 ; 0 



i 

£8,000 

oi 

i 0 

7,200 

i ! 

1 

; 0 1 0 

i 


! 





15 Loose Plant and Tools. 16 

Dr. Cr. 


19... 

1 Ij £ '>s}.d. 




s. 

Dec. 31 

1 

To Balance . • i V ij 2.500 ' 0 ; 0 



..1_ 



17 Stock. 18 

Dr. Cr. 


19... 



£ 

5 . 

d. 

19... 


J- 

£ 

.V. 

d. 

Dec. 31 

To Balance 

V 

10,000 

0 

0 

Dec. 31 

By Realisation Ac- 










count 

24 

1,000 

0 

0 







.. 31 

„ Balance carried 










down 

v/ 

9,000 

0 

0 




,■£10,000 

I] 

i 0 




£10,000 

0 

0 

19... 
Dec. 31 

To Balance brought i 


1 

i { 










down . . 1 


1 9.000 j 

1° 

b 
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LEDGER— continued. 


19 Sundry Debtors. s 

I>R- Cr. 


19... 



L 

A‘. 

d. 

19... 



i 

s. 

31 

To Balance 

V 

14,000 

0 

0 

Dec. 31 

By Realisation Ac¬ 

24 










count- - 










Bad Debts Pro- 
vision 

Discounts and 


X.158 

0 








Costs on 







i 1 

1 


M 31 

„ Balance carried 


642 

0 




i 1 

L 



down 

V 

12,200 

0 


i 


iC 1.1,000 

' 0 ' 

i 

: 0 




£14,000 


19... 
Dec. 31 1 

'I'o Balance brought 

1 

i 


j 






! 

down 

V ii i2,200 

' 0 

1 0 

i 


: 





21 

Dr. 


23 

Dr. 


A. Loan Account. 


Cr. 


s.j//. 

IQ... 1 


i c 

s. 

1 

! 

Dec. 31 1 ily Balance . 

; 1 

V 

1 1 

1 6,000 j 

.! 1 

0 


19... 

l.>ec. 31 To Balance 


CASH BOOK. 


s.U. 


Cr. 


; . 2,«>oo ! o i o 

I ■: I i 


Note .—It is assumed that B and C paid direct for their share in the bu.siness. 

25 Sundry Creditors. 26 


Dr. 


i9-.- 

Dec. 31 , To Reserve for Dis- : 
j counts, etc. . j 

„ 31 i M Balance carriird j 

down 


Cr. 


J. f £ i 

i s. 

d. 

IQ... 


I 1 

i i 


d. 

!• 



Dec. 31 

By Balance . 

^ \' 1 

! 4.500 

0 

0 

24 !| 200 

1 0 

: 0 







V j: 4 , 30 <) 

0 

1 0 







j;U>!iOO 


* 0 




£4..500 

0 

0 

t; 

1 



i 

IQ... 

Dec. 31 . 

By Balance brought 





i! 




down . . j 

1 ' 

4,300 

0 

0 


B &C. 


Capital:— 

C ! 

hoan Account (A) 
Sundry Creditors 


BALANCE SHEET, JANUARY i, 19... 


i £ 

.V. 

d. 

! 

£ 

S. 

d. 




Goodwill . . . . . i 

5,000 

0 

0 




Land and Buildings . . . 4,soo 

0 

0 

i 



Plant and Machinerv . . ! 

i 7.200 

0 

0 

31,600 

0 

0 

L(X>se Plant and Tools 

l.SOO 

0 

0 

6,000 

0 | 

0 

Stock . . . . . S 

9,000 

0 

0 

1 4,300 

i 

0 

0 

Sundry Debtors 

12,200 

0 

0 



Casl) in band and at Bank . 

2,500 

0 

0 

j £41,900 

0 

0 


£41,900 

0 

0 


The student should realise that, in connection with all dissolutions, 
an account which has been adopted by partners for one purpose, e.g. 
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the determination of profits during the continuance of the partnership 
as a going concern, is not necessarily compellable upon them for 
another purpose, e.g. the fixing of the valuation of the assets upon the 
death or retirement of a partner. Thus, in Cruikshank v. Sutherland, 
[1923] 128 L.T. 449, the articles provided that accounts were to be 
made up to April 30 in each year, and each partner was to be bound 
thereby, save for manifest errors; they also provided that the amount 
of the share of a deceased partner was to be made up to April 30 next 
after his decease. The assets included certain shares and debentures 
which had increased in value as against the book or cost figure. It was 
held that, in the absence of any uniform usage to the contrary {i,e, as 
to valuations on death or retirement of a partner), the assets of the firm 
should be taken at their fair value to the firm at the date of the account, 
and not at their book values. 

Loss on Realisation. One Partner’s Capital Account in Debit.— 

Previous illustrations have been based upon the assumption that the 
Capital Accounts of all partners were in credit. Should a debit balance be 
shown, the partner concerned must pay in a sufficient sum to discharge 
his liability, otherwise it will not be possible to pay the remaining partners 
the sums standing to their credit when the realisation is completed. 

Illustration, —G. Emblem, C. Christine, and A. Ward are in partnership, 
and share profits one-half to Emblem, an(i one-quarter each to Christine and 
Ward. They dissolve partnership and realise the assets. At the date of the 
dissolution the Balance Sheet of the firm was as follows:— 


Emblem, Christine & Ward. 


BALANCE SHEET, DECEMBER 31, 19... 


Capital:— 

G. Emblem 
C. Christine 
A. Ward . 

Creditors 


. £ ! 

\s,d. 

.....’i 

1 £ 

s. 

d. 



Sundry .Assets . . i 

i 7,320 

0 

0 

£6,500 :! 


Stock.! 

2,470 

0 

0 

3,200 ii 

1 

Cash at Bank . . ! 

1,260 

0 

0 

500 |! 

i 

i 




-i; 10,200 

0) 0 





. II 850 

0 j 0 

II 




!| £12,050 

ojo 

ii 

£11,050 

0 

0 


The expenses of the realisation amounted to ;£374, Sundry .Assets realised 
;f4,840, and Stock realised £2,520, 


LEDGER. 


I RealisationJAccount. 2 

Dr. Cr. 


19... 


t'”'i 

ii £ 

5. 


19... 

1 

1 


£ 

5 . 

d. 

Dec. 31 

To I.,oss on Sale of 

il 


! 

Dec. 31 

1 By Profit on Sale of 





Sundry Assets . 

1 ^ 

I 2,480 

0 

i 0 

( Stock 

V 

50 

0 

0 

„ 31 

„ Expenses of 

!c.b.i 


i 

„ 31 

' ,, Balance carried 





Realisation 

i« 

374 

OjO 

< down . 


2,804 

0 

0 




£2.854 

1° 

'■ 0 




£,.854 ; 

_o_ 

_o_ 

19... 
Dec. 31 

To Balance brought 




r 

Dec. 31 

By G. Emblem, Share 






down 

V 

2,804 

0 

1 ^ 

of Loss . 

3 

1,40a 

0 

0 





31 

„ C. Christine, Share 
of Loss 

., A. Ward, Share 

7 

7OX 

0 

0 



M 31 







of I.OSS . 

9 

7OX 

0 

0 



i 

£2.804 

0 

0 




£2.804 

0 

0 
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LEDGER— continued. 


3 CASH BOOK. 

Dr. 


19... 
Dec. 31 

31 

To Balance 
,, Cash, Proceeds 

Sale of Sundry 

V 

£ 

1,260 

5 . 

0 

a. 

0 

19... 

Dec. 31 

.. 31 

By Sundry Creditors 
,, Expenses of Real¬ 
isation . 

V 

X 

£ 

850 

374 

s. 

0 

0 

d. 

0 

0 


Assets 

V 

4.840 

0 

0 

•> 31 

,, G. Emblem 


$.098 

0 

0 

.. 31 

„ Cash, T*rfH:eeds 

Sale of Stock 

V 

-i.Szo 

0 

0 

» 31 

„ C. Christine 

7 

2.499 

0 

0 

.* 3 X 

„ A. Ward (Cash 





i 





paid in) . 

10 

201 j 

01 

1 ^ 



1 

j 




1 



/:8,82i 


0 


1 


48,821 

0 

0 


5 G. Emblem. Capital Account. 6 

_ _ __ __ ___Cr^ _ 


19... 1 


£ 

s. 

d. 

19... 



£ 

s. 

d. 

Dec. 31 To Realisation Ac- 





Dec. 31 

By Balance . 


6.500 

0 

0 

1 count 

2 

1,402 

0 

0 







,, 31 ! ,, Balance carried 











i down 

v' 

5.098 

0 

0 







i 

: i 

j 

i if».50o 

0 

0 




£6,500 

0 

0 

'9... 1 ; 

i 

C.B.' 

i i 



19... 






Dec. 31 1 To Cash . . . j 

4 1 

1 5.098 i 

0 

i® 

Dec. 31 

i By Balance brought 





i ...I 

! 

i 

! ’ 

J 



down . 1 


5,098 

0 

0 


7 

Dr. 


* 9 ... 

Dec. 31 

.> 31 


ly... 

Dec. 31 


C. Christine. Capital Account. 


8 


To Realisation Ac¬ 
count 

„ Balance carried 
down 


To Cash . 


Cr. 



£ 

” 

s. 


19 ... 



£ 

s. 

d. 





Dec. 31 

By Balance 


3.200 

0 

0 

2 

701 

0 









j 2,499 











0 j 


i 

i 

1 

£3,200 i 

i 0 

0 

C.B. 

j 1 



19... 




"1 


4 


0 

0 

Dec. 31 

By Balance brought 






1 2,499 




down 

V 

2.499 

0 

_J 

0 


9 A. Ward. Capital Account. 10 



19... 




s. 

d. 

19... 



£ 

S. 

d. 

Dec. 31 

To Realisation Ac- 





Dec. 31 

By Balance 

V 

500 

0 

0 


count 

2 

701 

0 

0 

.. 31 

„ Balance carried 












down . 

v/ 

20T 

0 

0 




£701 

0 

0 




£701 

0 

0 

19... 






19.,. 


C.B. 



"" 

Dec. 31 

To Balance brought 





Dec. 31 

By Cash 

3 

201 

0 

0 


down 

V 

201 

1 

0 

0 








The Sundry Creditors, Sundry Assets, and remaining Ledger accounts have 
been illustrated in several of the preceding problems, and need not occupy space 
again. It is possible, of course, that the results of the realisation may prove so 
unfortunate that the Capital Accounts of all the partners are in debit. This 
would mean that the available cash was insufficient to meet the claims of the 
outside creditors. When the amounts standing to the debit of the partners have 
been paid in, exactly enough cash will be available to meet the outside liabilities. 
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Loss on Realisation. One or More Partners Insolvent.—Prior to 
the case of Garner v. Murray, it had been the practice to include losses 
accruing from the default of a partner to make good his share of trading 
losses amongst those “ losses, including losses and deficiencies of 
capital ” referred to in S. 44 of the Partnership Act, 1890. Guided by 
that section of the Act, the accountant added the deficiency arising 
from a partner's default to the trading deficiency of the firm, and 
divided the total deficiency between the solvent partners in the pro¬ 
portion in which they shared the profits of the firm. It is submitted 
that from an accountant’s point of view this treatment is the logically 
correct treatment. But the rule laid down by Mr. Justice Joyce in the 
case of Garner v. Murray, [1904] i Ch. 57 introduced a different prin¬ 
ciple, a principle that has given rise to acute controversy amongst 
accountants, and indeed to the expression of divergent views as to the 
manner in which the principle is to be applied. In the author’s opinion, 
it would be unprofitable to traverse tliis argumentative field de novo, 
but inasmuch as the learned judge’s decision appears to have assumed 
considerable importance in examination work, it may be advisable to 
deal with the case itself in some detail. 

Gamer, Murray, and Wilkins were in partnership in the year 1900 
under a parol agreement. The capital of the finn was contributed in 
unequal proportions, but profits and losses were to be shared equally 
(one-third). The partnership was dissolved by order of the Court as 
from June 30, 1900. On completion of the dissolution the financial 
position was approximately as follows. Wilkins was insolvent and 
unable to contribute anything. 


Garner, Murray & Wilkins. 


Capital 

Gamer 

Murray 


STATEMENT OF AFFAIRS, JUNE 30, 1900. 



4 

■s'j 

i 

, [: 

J. 



i i 

Wilkins (Debit Balance ol Capital l! 


42.500 : 


• ; 

Account) . . . 

263 ; 0 

0 

314 ; 


i ! 

l^s on Realisation . . . 

635 ;0 

0 

2,814 

, 0 • 0 

Cash . . . . . !| 

X,qx6 ; 0 j 

0 


42.814 

jojo 

11 

42,8x4 |o 

0 


Left to his own judgment, and guided by S. 44 of the Act of 1890, 
the accountant would have treated Wilkins’s deficiency, £263, as a loss 
on realisation, added it to the firm’s deficiency, £635, and then divided 
the aggregate loss, ^^898, between the solvent partners, one-half to 
each, since they shared profits and losses equally. By this treatment, 
Murray would have paid Garner £135, and Garner would have taken 
the whole of the cash balance, £1,916. 

The Court, however, decided that Wilkins’s deficiency must be 
distinguished from the losses of the firm as a whole, and that “ the 
assets must be applied in paying to each partner rateably what was 
due from the firm to him in respect of capital, account being taken of 
the equal contributions to be made by him towards the deficiency of 
capital." This decision and the method of its application have quite 
naturally given rise to much controversy. A reasonable interpretation 
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of the decision is that, after fulfilling all the firm's outside obligations, 
losses sustained by some of the partners owing to the default of another 
partner must not be treated as partnership losses to be borne in the 
ratio in which profits and losses are shared, but as a loss to be borne 
by the individual solvent partners rateably according to the amount of 
ppital standing to their credit in the books of the firm, after taking 
into account the contributions made by them towards the deficiency 
of capital. 

The effect of the decision in the case of Gamer, Murray, and Wilkins 
was to make the firm's deficiency, £635, divisible equally amongst the 
three partners, whereas Wilkins's deficiency, £263, was to be borne 
by the two solvent partners in proportion to the credit balances of their 
capital accounts. 

Procedure following Garner v. Murray .—So long as the ruling in 
Garner v. Murray stands, the procedure is as follows:— 

Prepare a Realisation Account in the ordinary way. Divide the 
deficiency between the partners in the proportions in which profits or 
losses were shared. Open a Capital Account for each partner, crediting 
him with his capital and debiting him with his share of the firm's 
deficiency as shown by the Realisation Account. Rule off the insolvent 
partner's Capital Account, and bring down the (debit) balance, which 
represents the deficiency of the insolvent partner. Such deficiency 
constitutes for the solvent partners a further loss which must then be 
apportioned between them in proportion to their respective Capital 
Accounts. The Capital Account balances to be used as the basis for 
dividing up the insolvent partner's deficiency among the solvent part¬ 
ners are: \a) the original capitals of the solvent partners—if these have 
remained unaltered at a fixed sum down to the dissolution; or (6) if 
the original capitals have been varied from time to time by agree¬ 
ment or periodical accounting between the partners, then the capitals 
as they stood after the last such variation before the dissolution. 

It is submitted that the balances on Current Accounts are ignored in 
fixing the ratio in which the loss has to be borne by the remaining 
partners. 

Illustration. —A, B, and C are equal partners. Dissolution takes place. 
C is bankrupt. A Realisation Account is prepared, and the deficiency is debited 
in equal shares to the three partners, whose capital accounts, original and final, 
stood as follows:— 



1 Original Capi 

i 


Capital Account Ualancf after 
debiting share of loss on Dissolution 
Realisation. 



£ 

£ 

A 

Credit Balance 

4,000 

Credit Balance . . 3,000 

B 

Credit Balance 

2,000 

Credit Balance . . 1,000 

C 

Credit Balance 

600 

Debit Balance . . 400 


The deficiency shown by C's account (;£40o) must be divided as to ;f266 13s. ^d. 
(two-thirds) to A, and as to £133 6s. M. (one-third) to B. The balance of cash 
in hand will then exactly suffice to pay out to the two solvent partners, and, 
when posted, will close the books. 
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Illustration, —V. Verdier, M. Neil, and W. A. Richardson were in partnership, 
and shared profits as to one-half to Verdier, one-third to Neil, and one-sixth to 
Richardson. They decided to dissolve partnership as on December 31, 19... 
During the realisation of the assets Richardson was adjudicated a bankrupt. 
His estate proved insufficient to meet the preferential debts, no contribution 
from him towards his share of the firm's deficiency was therefore possible. 

The Balance Sheet of the firm as on December 31, ig --. wm as under. 
The capital accounts of the partners were originally: V. Verdier, 10,000, 
M. Neil, £B,ooo, and W. A. Richardson, ^^1,000; but by subsequent yearly 
adjustments made by agreement between the partners at the annual accounting 
periods, the capital account balances had been reduced to those shown in the 
Balance Sheet subjoined:— 


Dr. 


BALANCE SHEET, DECEMBER, 31 IQ •• 


Cr. 


Capital— 

V. Verdier 
M. Neil . 
Sundry Creditors 


6,000 

3.000 

5.214 


5 . 

d. 


c 

s. 

d. 



Leasehold Factory 

3,000 

0 

0 

0 

0 

Plant and Machinery . 

2,800 

0 

0 

0 

0 

Patents. 

x.ooo 

0 

0 

0 

0 

Fixtures and Fittings 

320 

0 

0 



Stock ..... 

2,680 

0 

0 



Sundry’ Debtors 

3 .ax 4 

0 

0 



Cash ..... 

x.ooo 

0 

0 



W. A. Rich.irdson, Capital Ac¬ 






count overflrawn 

200 


0 

0 

Lj 

: 0 

L 


i £14,214 i 

1 

0 

0 


The assets, other than Cash, realised the following amounts: Leasehold, 
;£2,46 o; Plant and Machinery, £2,000\ Patents, nil; Fixtures, £100\ Stock, 
£2,000; Book Debts. £2,y2o. A contingent liability, amounting to ;i2oo, not 
provided for in the above balance sheet, materialised during the realisation. 
Tlie expenses of realisation amounted to £62. Close the books of the firm in 
accordance with the ruling in Garner v. Murray, 


LEDGER. 

Realisation Account. 


Dr. 


Cr. 



To Loss on Realisation of 
Assets . 

„ Contingent liability 
xnatured 
,, Expenses 


£ 

3.734 

200 

62 

0 

0 

0 

0 ! 0 0 0 ft. j 


By Deficiency— 1 

V. Verdier (one-half) I 

M. Neil (one-third). 

W. A. Richardson 1 

(one-sixth) . ! 

£ 

1.998 

1,332 

666 

s. 

0 

0 

0 

d . 

0 

0 

0 

!! £3,996 

i! 

0 

£3.996 

0 

0 

Dr. 


CASH 

BOOK. 



Cr 




I ^ 

5. 





£ 

5. 

d. 


To Balance . 

! 1,000 

0 

0 


By Sundry Creditors . 


5.214 

0 

0 


,, Suxidry Assets— 






,, Realisation Account: 






Amount realised 


9,280 

0 

0 


Expenses £62 












Contingent 












liability . 200 





i 






— 


262 

0 

0 

1 






„ Balance carried down 


4,804 

0 

0 

! 

i 


£10,280 


0 




£10,280 

JO 



To Balaxxce brought down 


4,804 

0 

0 


By V. Verdier 


3.424 

13 

4 








„ M. Neil . 


1,379 

6 

11 




£4.804 

0 

0 

! 


i 

£4,804 

0 

0 
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LEDGER— LonHnued. 

V. Verdier, Capital Account. 



To Realisation Account 
(share of loss). . i 

1 

£ 

1,998 

1 

0 . 0 


! 

' By Balance 



s. 

0 

d. 

0 


„ Balance carried doum 


4,002 

0 

0 










/6,ooo 

J 

0 




£ 6,000 

0 

0 


To Share of Loss on W. A. 



i 

1 



By Balance brought 






Richardson’s Ac¬ 

count (SXHJtths) 


577 

5 “ 

8 


down 


4,002 

0 

0 


„ Cash 


3.424 











£■ 4,002 

j 

0 

0 




£ 4.002 

0 

0 


.-- . . 

— J: 





-- ...... 

1 ,_ 

_ _ 

_ 

L_ 


M. Neil, Capital Account. 

Cr. 



To Realisation Account 
(share of loss). 

„ Balance carried down 


I 1,332 

1 1,668 

1 


d. 

0 

0 


By Balance 


1 .. 

£ 

3,000 

5. 

0 





j £3.000 

_o. 

0 




£3,000 

0^ 



To Share of Loss on W. A. 
Richardson’s Ac¬ 
count (jJIRSths) . j 

„ Cash . . . 1 

j 

t i 

1 288 

; L 379 

i 

i 

13! 4 
6 8 


By Balance brought 
down 


1,668 

0 

0 




! £1,668 

0 

0 

1 



£x,668 

0 

i 

0 


W. A. Richardson, Capital Account. 

Dr. Cr. 


1 

To Balance . 

„ Realisation Account 

1 (sliare of loss). 


£ 

200 

666 

... . 

s. 

‘"i 

0 

0 


By Balance carried 
down 


£ 

866 

s. 

0 

d. 

0 

j 



£866 

J 

0 




£866 

0 


i 

To Balance brought down 


866 

0 



By V.VerdierCmths). 
M. NeB ({Ultllth,) . 

1 


577 

288 

6 

13 

8 

4 




£866 

0 

..J 

1 0 


1 

1 


£866 

0 

0 


Periodical Payments during a Prolonged Dissolution.—Occasionally 
the winding-up of a partnership takes some considerable time, in 
order that the several assets may be realised to the utmost advantage, 
although the partners naturally desire cash distributions on account 
of their shares from time to time, as and when funds become available. 
In such cases, if there is any doubt as to the continued solvency of any 
partner, it is advisable to adopt a cautious policy and to regulate the 
payments to each partner so that there is little or no risk of his having 
to refund any money received by him when the final position is deter¬ 
mined. Consequently, periodical distributions should not be pro- 
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portionate either to the partner's capitals or to their shares of profit 
or loss, but should be made on the assumption that no further realisa¬ 
tions will take place beyond the sums already received. 

Illustration. —F, G, and H have capitals of ;f8oo, £^oo, and l^oo, and share 
profits and losses as to one-half, one-third, and one-sixth respectively. After 
paying the creditors, the following sums become available, it being agreed that 
they shall be distributed as and when determined :— 

L 

Jan. I. Net Proceeds of Sale of Machinery . .100 

Mar. I. Cash Realised on account of Book Debts . . 400 


Further assets remain to be realised. You are required to show the sums 
to be paid to the partners out of the amounts stated. 


Solution. 

F. 

G. 

H. 


£ 

£ 

£ 

Jan. I. Balances of Capitals, Cr. 

800 

500 

700 

Payment made 



100 

Balances being then 

800 

500 

600 

Mar, 1. Payments made . 

30 


3.50 

Balances being now as 3 : 2 : t 

73^^ 

300 

250 

Note. —If no further sums are available, the balances on 

the capital accounts 


are now proportionate to the partners’ risk of loss, on a basis of 1,500, i.e. total 
capitals of £2,000, less net realisations ;£5oo. When additional amounts become 
available, say ;£30o on June i, they can safely be distributed as to F one-half, 
£150; G one-third, £100; and H one-sixth, ;^5o, i.e. in the common ratio of 
capitals and risk of loss. Should a partner be in.solvent and so unable to contri¬ 
bute his share of the loss that would arise should no further realisations be 
made, then, in adopting the most cautious method of repayment, allowance 
might be made for the possibility of having to deal with the partner’s resulting 
debit balance under the rule in Garner v. Murray. 

Where all partners are .substantial men, tliere is not the same need for caution, 
and, indeed, the partners would probably refuse to consider such a method of 
division, A reasonable method would then be to divide each sum available in 
the capital ratio, but adjusting for profits or losses to date in the profit-sharing 
ratio. 

'Elliott V. Elliott^ [1911] 45 Accountant Law Reports, 47. — This 
case should be noticed briefly, as it contains several points of interest 
to accountants. From the decision in this ca.se, it would appear that 
the amount due to a deceased partner is not a liability of the firm but 
of each individual partner. 

Stephen Elliott and his sons Alfred, Charles, and George, were in 
partnership, sharing profits in the proportion four-elevenths, three- 
elevenths, two-elevenths, and two-elevenths respectively. The partner¬ 
ship articles provided that upon a death occurring, the surviving 
partners should assume the liabilities of the firm and take over the 
deceased partner's share in the assets and goodwill in proportion to 
their respective shares in the business, and that for this purpose the 
goodwill was to be valued at £10,000. The surviving partners were to 
execute a joint and several bond securing the payment of the amount 
due to the deceased partner in eight half-yearly instalments. Alfred 
died in 1906, and the amount of his share, valued on the above basis, 
was treated in the books and Balance Sheet as a liability of the firm to 
his executors, and payments on account were made from time to time 
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in reduction of the debt. Subsequently, the surviving partners, under 
a new agreement, fixed the value of the goodwill at £800, the former 
figure being held to be fictitious. 

Elliott, senior, died in September 1910, and his representatives 
contended that his share should be valued on the basis that the value 
of the goodwill was ^^10,000. It was decided that the subsequent 
agreement, which fixed the value at £800, held good. When an 
account was taken at the death of Alfred, the stock was valued at 
selling prices less y)% to arrive at the net value, and that practice was 
followed until the death of Elliott, senior, when an independent valuer 
was called in, who valued the stock at a much lower figure than a 
valuation at selling price less 30')^, w'ould have shown. The executors 
of Elliott, senior, contended that the firm was bound by the valuation 
method adoj^ted in 1906, and sought to set aside the independent 
valuation. They also questioned whether the debt due to Alfred's 
executors, half of which remained uiq^aid, was properly treated as a 
partnership d(;bt in the Balance Sheet of the firm submitted to them. 
It was held that the previous stocktakings were for an entirely different 
purpose than determining the value of a deceased partner's interest 
in the business, and that the independent valuation was right and 
proper. It was also held that the audited Balance Sheets were binding 
upon all the partners, including Elliott, senior, notwithstanding that 
he was illiterate and unable to understand them. 

The amount due to Alfred's executors had been treated in the 
partnership books as a liability of the firm, and payments on account 
had been made out of the firm's funds, which had reduced the debt 
to one-half of its original amount* Seeing that Alfred's executors had 
accepted the firm’s cheques in reduction of the debt, it may naturally 
be assumed that they considered the firm liable. It was decided, 
however, that while these payments must stand, the balance still due 
was a personal liability of the partners individually, not a partnership 
liability, and that it must not ap|)ear in the firm’s Balance Sheet. 
The learned judge said, “ I think it is a debt due by each partner to the 
.son's executors as the jnirchast', money for a personal henefit acquired by 
that partner. The balance remaining due must be struck out of the 
Balance Sheet.” 

Elliott, senior, had from time to time overdrawn his share of the 
profits, and had made no refunds to the firm, although the articles 
provided that overdrawings should be repaid. The founts had 
therefore been debited to his capital account. It was contended that 
this practice had relieved Elliott of his liability to refund, but it w’as 
decided that the procedure did not relieve Elliott from liability to 
refund overdrawings, the amount of which must therefore be treated 
as an asset of the firm. 

The most important of the dcicisions mentioned above is the one 
ruling that the surviving jxirtners of a firm are personally liable to 
the representatives of a deceased partner for his share in the business 
when ascertained. In the Elliott case, w^hen Alfred's share had been 
determined on the agreed basis, the amount should have been trans¬ 
ferred to the credit of the surviving partners in the ratio in which they 
H 
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shared profits, and those partners would then have become each 
personally liable to Alfred's estate for a private debt. The payments 
on account made by the firm's cheques should have been debited as dtaw^ 
ings in the proper proportions to the Current Accounts of the partners. 

This decision may be good law, nevertheless in certain circum¬ 
stances it may operate harshly. For example, Jones, Brown, and 
Robinson are partners contributing capital and sharing profits equally. 
Jones dies, and the amount due to his estate is agreed at £12,000, 
Under Elliott v. Elliott, £6,000 is credited to Brown's capital account 
and 3^6,000 to Robinson’s, and each becomes liable to Jones's repre¬ 
sentatives for a private debt of 3^6,000. Future trading results in 
heavy losses. Apart from the business, Brown and Robinson have 
no means. Bankruptcy supervenes, and the firm’s creditors receive 
los. in the £. Had the debt to Jones been treated as a partnership 
liability, his representatives would have shared equally with the other 
creditors in the dividend declared. As it is, Brown and Robinson 
having no funds, they get nothing. 

It is suggested that partnership deeds should clearly stipulate that 
amounts due to the representatives of a deceased partner are to be 
treated as a partnership liability, if it is desired to avoid the decision in 
the above case. 

Illustration. —H. Dickson, A. Chatenay, and J. Clarke are partners, and 
share profits one-half, one-fourth, and one-fourth respectively. Dickson 
retired on January 1, 19..., and Chatenay and Clarke, in accordance with the 
articles, took over Dickson’s share in the proportion in which they shared profits. 
The goodwill of the business, on the retirement of a partner, was fixed by the 
articles as of the value of £6,000. The credit balances of the partner's capital 
accounts as on January i, ig..., were as follows; Dickson, 15,000; Chatenay, 
£io,ooo\ Clarke, ;£8,ooo. Following the ruling in Elliott v. Elliott, the under¬ 
mentioned entries are necessary:— 

15 JOURNAL. 

I)K. Cr. 


! ! ^ s. ■ rf., ^ ' s. i j. 

: CfXKlwill Account ..... Dr, 7 6,o<x) , oo,, 1 ' 

! To H, J)kksoii, Capita] Account . . 1’ ; 3,ix>o ! o o 

„ A. Chateoay, Capital AccxMjiit . , . 4 : i . oj o 

,, J. Clarke, Capital Account . (> i,5‘X) ' o o 

I Heing division of gcnxlurill as fixed by the articles of 

partnership. , , 

i H. Dickson, Capita] Account . . Dr. ; i i«,ooo ; o; o 

To .4. Chatenay, Capital Account . .14. i ! ; 9,000 o; o 

„ J. Cljirke, Capital Account [ ' '■ 9,000 0 0 

i Being transfer of Dickson’s share in the business upon ' ) i i 

! his retirement. ' i 


LEDGER. 


I 


H. Dickson. Capital Account. 


2 


Dr. 


Cr. 


ly... 

Jan. X j 




To Chatenay, Capi¬ 
tal .Account 
„ Clarke, Capital 
Account . 


J. 

c ! 

d. 

19-.. 

i 

1 £ 

s. 


1 


Jan. I 

By Balance . ■ '< V 

1 15,000 

0 

15 

ii 9.000 j 0 

0 

.. X 

„ Share of Good- ' J. 

! 






will . . ; 15 

3.000 

0 

v 

9,000 : 0 , 

1 0 


1 ; 




j! £18,000 1 0 

1' ! 

1 ^ 

1 

1 

' I 

£x8,ooo j 

0 

i 


d. 

o 

o 


o 


1 
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LEDGER— continued. 

A. Chatenay. Capital Account. 


219 


3 

Dr. 


4 

Cr. 



i 

s. 

d. 

19... 



1 

s. 

d. 





Jan. 1 

By Balance . 


10,600 

0 

0 





.. X 

„ Share of Good- 

J. 









will 

15 

1,500 

0 

0 





M X 

„ H. Dickson, 










Capital Ac¬ 





! 





count . 


9,000 

0 

0 

1 ___ 


1 





£20,500 

0 

0 


5 

Dr. 


J. Clarke. 



Capital Account. 




* 9 -.. 

Jan. 1 1 By Balance . 

„ X ! M Share o( Good- 

i will . 

* i i. H. Dickson, 

I Capital Ac- ! 

i count . . j 


6 

Cr. 


f”' 

£ 

s. 

d. 

8,000 

o 

0 

x,500 

1 

o 

0 

1 

j 9,000 

0 

0 

i £x8,500 

0 

0 


7 

Dk. 


Jan, I I 


To Sundries . 


Goodwill Account. 


J. 

X5 


C 

6,000 


s.\d.\ 
o ,ol 




Chatenay and Clarke now become personally liable to Dickson for the 
amounts transferred to their respective Capital Accounts. If the remaining 
partners preferred not to create a goodwill account for so large an amount 
as £6,000, they could have confined the account to the £3,000 to which Dickson 
was entitled, in which case a Goodwill Account for ;i3,ooo would have been 
opened, a like amount being credited to Dickson's Capital Account. 


Limited Partnerships.—Under BovilVs Act, 1865, and subsequently 
under SS. 2 and 3 of the Partnership Act, 1890, it became possible to 
advance loans to a partnership business in return for a share of profits 
from the business without incurring the liabilities incident to partner¬ 
ship proper. Such loans could be made, however, only to individuals 
and not to firms. The principle of limited liability in partnership 
was first introduced into partnership law by the Limited Partnership 
Act, 1907. By this Act, loans can be made to a firm in return for a 
share of profits, and Rules applicable to limited partnership, known 
as Limited Partnership Rules, have been issued under the authority of 
S. 17 of the Act. The advantages afforded by the registration of private 
limited companies so greatly outweigh those of limited partnerships 
that very little advantage has been taken of the Act of 1907, which still 
remains in force at the present day. But the student should, neverthe¬ 
less, acquaint himself with the provisions of the Act. 

Registration. —^A statement, signed by all parties, must be filed 
with the Registrar of Companies, giving: (a) the firm name; (6) 
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general nature of the business; (c) the full name of each partner; 
(d) the term of the partnership and the date when it began; (^) a 
statement that tlie partnership is limited; (/) the sum contributed 
by each limited partner, .and how paid, whether in cash or otherwise. 
Notification of any change in the above particulars must also be filed 
within seven days. The registration fees are: On registration, £2 ; 
stamp duty, los. per £100 {Finance Act, 1933, S. 41 (2)), or fraction 
thereof on the amount of capitiU contributed by the limited partner 
(or partners). The dut3'’ of registering under the Act lies with the 
general partners, but the limited partner (or partners) will be wise in 
his (or their) interests to make sure that registration has been duly 
made. 

General and “ Limited ** Partners. —A limited partnership may 
consist of one or more general partners whose liability is unlimited, and 
one or more limited partners whose liability is limited to the capital 
they have agreed to contribute to the business. There must be at least 
one partner of either class; and not more than twenty persons, or ten 
in the case of a bank, may enter into a limited partnership. A bod^' 
corporate, e.g. a limited compands may become a limited partner. 

Examination experience suggests that it is necessary to point out 
to some students that, although a shareholder under the Companies 
Acts, and a limited partner under the Limited Partnership Act, 1907, 
can strictly limit their ])ersonal liability to the amount they agree to 
subscribe, the trading liabilities of the company, or the partnership, 
cannot be limited. All the resources, in both cases, are liable to meet 
trade debts and obligations. 

Rights of Limited Partners.—A limited partner cannot lake part in 
the management of the business, but, personally or by his agent, he 
muy inspect the books, inquire into the prosp^ects of the business, and 
ofier advice thereon (S. 6 (i)). If he withdraws any of the caf)ital he 
has contributed to the business, he becomes liable for the debts and 
obligations of the firm to the extent of the sums withdrawn, as well as 
to the extent of the balance of his undrawn cap)ital. He may assign his 
share in the business with the consent of his co-partners (S. 6 (5)), and 
the assignee is subrogated to the rights and obligations of the assignor, 
becoming a limited f)artner in the place of the assignor. If a limited 
partner “ interferes " in the management of the business he may become 
liable as a general p)artner for the debts and obligations of tlie firm. If 
a general partner becomes a limited partner, or a limited partner 
assigns his share in the business, notification must be advertised in the 
Gazette, 

A limited partner who has given a bank guarantee will not be 
deemed to have made a payment to the firm in cash, for the guarantee 
is merely the assumption of a future contingent liability, and he may 
be held liable as a general partner (Rayner & Co, v. Rhodes, [1926] 24 
Lloyd*s List Reports, 25). 

Dissolution. —A limited partnership is not dissolved by the death, 
lunacy, or bankruptcy of a limited partner, as an ordinary partnershijj 
is, neither can a limited partnership be dissolved by notice given by the 
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limited partner. Upon a dissolution, the affairs of the firm are wound 
up by the general partners in accordance with the law and rules of 
Bankruptcy, or of the Deeds of Arrangement Act, as the case may 
demand. 

Accounts.—Generally speaking, the accounts of a limited partner 
do not differ from those of an ordinary partner engaged in similar 
business, although the provisions of the Act of iqo7 rna}^ affect the 
position of the partners as between themselves. The Capital Account 
of a limited j)artner will be credited with the amount he contributes, 
and the heading of the account should make it clear that he is a limited 
partner. The balance of the limited partner's Capital Account should 
make it clear that the capital is Jixed, subject, of course, to any increase 
in the capital by further contributions. A Current Account, kept upon 
the lines already exj)lained, should record all the other dealings of a 
limited partner with the firm. 

The outstanding difference in limited partnership book-keeping 
lies in the treatment of losses. Should losses occur, the limited 
jKirtner’s share will be debited to his Current Account. The partner 
concerned would not be entitled to withdraw any further sums from 
the firm until such losses have been recompensed out of subsequent 
profits. This would seem to be clear from S. 7 of the Act of 1907, 
wdiich ])rovides that the Partnership Act of 1890 applies also to limited 
partnerships, except as expressly modified, or excluded by the Act of 
1907. A limited partner can, of course, claim repayment of advances 
made by him irrespective of his Current Account, but he cannot with¬ 
draw profits until the debit balance of his Current Account has been 
made good. 

l^»ut the limited partner is liable only to the extent of the capital he 
contributes. Therefore, should dissolution occur, the losses charged 
to his Current Account could not be recovered. If moneys are periodi¬ 
cally withdrawn in anticipation of profits which do not materialise, 
such withdrawals amount to a technical breach of S. 4 (3) of the Act 
of 1907. In effect the}^ are withdraw’^als of capital, and should therefore 
be made good as soon as possible. 

lUusiration. —Dickson, Chatc?nay, and Uprichard are in partnership. 
Dickson and ('hatenay are general partners. Uprichard is a limited partner 
who has contributed ;t5,ooo as capital and is entitled to one-liftli of the profits. 
]>ick.son and Chatonay each contributed ^4,000 to the capital of the firm, and 
are entitled to share equally in tiie balance of the profits. 

Dickson, Chatenay & Uprichard. 

PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 
JUNE 30. 19... 

(Final Section.) 


19... 


c 

s. 

d. 

19.. ! 

1 

June 30 

To Dickson, % pmfits 

0 

0 

June 30 j By Bsilance brought 


M 30 

,, Chatcruiy, % profits 

0774 

0 

u 

down, being i ct 

profit for the year 


M 30 

,, Uprichard, J profits 

887 

0 


4.435 



£ 4 p 435 

0 

0 

1 


£4.435 
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BALANCE SHEET, JUNE 30. 19 .. 




£ 

s. 

d. 


£ 

3 . 

Capital:— 

Dickson . 

£4,000 




Sundry Assets .... 
Cash at Bank .... 

*6,705 

l, 3*.5 

0 

0 

Chatenay 

4,000 







Uprichard 

5,000 









13,000 

0 

0 




Current Accounts: 








Dickson . 

£985 







Chatenay 

765 







Uprichard 

270 







Sundry Creditors 


alooo 

0 

0 

1_ 






£18,020 

0 

1 

0 


£18,020 

0 


After three years of bad trade the annual accounts were as follows:— 


PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 
JUNE 30, 19... 

(FiNAL Section.) 


i 1 




* 9 -*- i !; £ 

s. 

d. 

19... 

June 30 i To Balance brought \ 



June 30 

1 down, being net loss .j 



„ 30 

for the year . . i| 6.935 

0 

0 

„ 30 

1 || £ 6,935 

0 

0 



By Dickson, t loss 
,, Chatenay, jf Joss 
„ Uptichard, loss 


i 

2,774 

2,774 

1,387 

UM35 \o\o 


BALANCE SHEET. JUNE 30. 19. 


Capital:— 
Dickson . 
Chatenay 
Uprichard 

Sundry Creditors 


£4,000 

4,000 

5,000 




i| ' \ 

jj 13,000 I o : o 

|j 13.598 :ojo 

jj-,— 

’■ £26,598 i o ! o 

1 . ’ 1 ! 




£ i*. 

Sundry Assets . 


17,801 1 0 

Cash at Bank 

Current Accounts 
Dickson. 

£2,603 

236 10 

i 

Chatenay 

3,108 

1 

Uprichard 

2,850 ! 

1 1 

8,561 [oj 
7 ^ 6 , 59 » I 0 ! 

i i 


Unless the firm recovers prosperity, the position is as follovrs: Dickson 
and Chatenay, whose liability is unlimited, will be responsible to the full extent 
of their resources for the whole of the outside liabilities of the firm. Uprichard 
cannot be called upon for further contributions, except to make good any sums 
withdrawn by him and included in the Current Account debit balance of ^£2,850. 
He may lose the whole of his £5,000 capital, but that is the end of his liability. 
Neither can he be called upon to make good the adverse balance of his current 
account. 

Should prosperity return to the firm, it is possible that future profits may 
accrue to Uprichard that will suffice to extinguish the debit balance of his 
Current Account and restore his capital to its original amount. In the event of 
future profits being made, Uprichard cannot withdraw them until he has made 
good the adverse balance of his Current Account, and so restored his capital to 
the agreed amount. 

Loans. —As in the case of ordinary partners, a limited partner may 
advance money on loan on agreed terms, quite apart from the capital 
he has introduced. Such loans are repayable notwithstanding that 
the partner's Current Account may be overdrawn. There is no right of 
set-off as between Loan Accounts and Capital and Current Accounts, 
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because a limited partner is under no obligation beyond the amount 
of his agreed contribution of capital. 

Sleeping or Dormant Partners. —Examination candidates frequently 
confuse a sleepmg or dormant partner with a limited partner. The 
two are quite distinct. A sleeping partner is a partner who takes no 
active share in the business. He contributes capital in return for a 
share of the profits, and is as fully liable for the debts and obligations 
of the firm as is an active partner, for the law recognises no distinction 
between the two. A limited partner’s liability is, as we have seen, 
restricted to his agreed capital contribution. 

Winding Up. —Limited partnerships are now wound up, under the 
Bankruptcy Act, 1914, in the same manner as are ordinary partnerships. 

EXAMINATION QUESTION. 

C. Fitzgerald and A. Colomb are in partnership, sharing profits as to two- 
thirds and one-third respectively. On January i they took their manager, M. 
Farmer, into partnership. Farmer was to be credited with £$00 at the close of 
each year, as a partnership salary, and with 5% on the net profits prior to division. 

On December 31 the following Trial Balance was extracted from the books of 
the firm;— 




£ 

£ 

C. Fitzgerald, Capital Account 



10,000 

C. Fitzgerald, Current Account 


1,484 


A. Colomb, Capital Account .... 



8,000 

A. Colomb, Current Account .... 


863 


M. Farmer, Current Account .... 


321 


Factory and Warehouse .... 


7.868 


Machinery and Plant ..... 


9,640 


6% Loan Account (J. Smith) 



5,000 

Manufacturing Wages ..... 


18.767 


Loose Tools ....... 


1.576 


Office Salaries and Expenses .... 


3.872 


War Loan Interest ..... 



38 

Bad Debts ....... 


182 


Rates, Taxes, and Insurance (Factor}’, /922; Office, 



. 


1,162 


Travellers’ Salaries and Commission 


2,326 


5% War Loan ...... 


967 


Purchases and Sales ..... 


21,642 

57.150 

Returns (Inwards and Outwards) . 


324 

424 

Discount Account (Balance) .... 



189 

Audit Fee ....... 


55 


Carriage (Inwards, £398; Outwards, £642) 


1,030 


Bad Debts, Provision for (January i) 



400 

Cash in hand ...... 


78 


Cash at Bank ...... 


23 h 


Stock (January i). 


5.249 


Sundry Debtors and Creditors 


9,760 

9.235 

Manufacturing Expenses .... 


2,684 


Factory Power and Light .... 


978 


Apprentices’ Premiums ..... 



300 

Bills Payable ...... 



1.265 

Machinery Repairs ..... 


617 


Factory Space and Power Sublet 



350 

Interest Account ...... 


150 


Office Furniture ...... 


520 



;t92.35l ;f92.35l 
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You are required to prepare Manufacturing and Profit and Loss Accounts for 
the year ended December 31, and a Balance Sheet as on that date. 

When preparing these accounts, the following particulars must be taken into 
consideration: (a) Provide for depreciation as- follows—Machinery and Plant, 
15% I Office Furniture, 7J%. (l>) The following expenses were owing as on 

December 31—W^ages, ;^i23; Office Salaries, £68; Machinery Repairs, ^^163. 
(r) Interest at 5% is allowed on Capital. Interest on drawings is to be charged 
as follows—-Fitzgerald, £41; Colomb, £28; Farmer, £8. (d) Provide for the six 

months* interest at 6% due to J. Smith on his l.oan as on December 31. (r) 

Carry forward £32, Factory Insurance, to next year. (/) On December 31 Stock 
was valued at £8,787, and Loose Tools at £1,200. (/;) Provide 5% on the Sundry 

Debtors for I^ad and Doubtful Debts. 

[No/e .—For solution, see pp. 225-227.] 


EXAMINATION QUESTION. 

J. B. Clark, a cigarette manufacturer, agreed to take his manager, L. Hillingdon, 
into partnership (m January i. 

The following terms were agreed : (a) A goodwill account amounting to £10,000 
was to be created, and a similar amount credited to ]. B. Clark, (b) L. Hillingdon 
was to be entitled to a salary of £400 per annum, to be paid montlily. (r) Twelve 
monthly drawings on acctmnt of profits were to be made by the partners, i.e, 
J. B. Clark, £60 per month ; L. Hillingdon, £20 per month. (</) Profits and losses 
were to be shared as follows: J. B. Clark, two-thirds; L. Hillingdon, one-third. 
{e) L. Hillingdon was to pay in £2,000 as his capital in the business on 
J anuary i. 

You are to assume that, as on December 31 following, all the entries and 
payments arising out of the terms of the above agreement had been carried out. 
In addition to the accounts necessary for the record of the above transactions, 
the following balances were e.xtracted from the books of the firm as on 
December 31 

J. B. Ciark, Capital Account (January i), £20,000; Plant and Machiner}*, 
£17,800; Fixtures and Fittings, £2,400; Kent and Rates of Factory, £030; 
Lighting (Factory £120, Office £2.1); £144 ; Licence and Insurance (FacU)ry £300, 
Office £72), £372; Rent and Kates of Office, £270; Factory Expenses, £371; 
Factory Power, £494; Office Expenses, £124; Sale.s: Cigarettes, £151,802; 
Shorts and Sundries, £2,234; Sales Returns: Cigarettes, £321 ; Shorts and Sun¬ 
dries, £124; Purchases: Tobacco, £76,294; Sundries, £2,421; Purchases Re¬ 
turns : Tobacco, £1.821; Sundries, £106; Office Salaries, £1,694; Factory W^ages, 
£8,751; Packing Expenses (Charge to Trading Account), £1,792; Carriage (In- 
vrards, £821, Outwards £940), £1,761; Travellers’ Salaries and Expenses, £2,371; 
Advertising, £5,000; Stock (January i), £16,841; Sundry Creditors, £4,682; 
Sundry Debtors, £22,5.40; T^easehold Factory, £10,000; Cash at Bank, £7,2.10; 
Cash in hand, £1,070. 

You are required to prepare Trading and I’rofit and Loss Accounts for the 
year ended December 31, and a Balance Sheet as on that date. 

Before preparing the accounts, the following adjustments are necessary: 
(i) The following depreciation is to be written off—Machinery and Plant, 10%; 
Fixtures and Fittings, 15%. (2) A provision for Bad Debts is to be made equal to 

5% on the Sundry Debtors. (3) A sum equal to 5% of the net profits is to be 
reserved for distribution as a bonus to the firm’s employees. (4) The Stock on 
hand, as on December 31, was valued at £17,560. (5) 50% of the cost of advertis¬ 

ing is to be carried forward. (6) Interest at 5% is to be credited to the partners’ 
Capital Accounts, but no interest is to be charged upon drawings. (7) The 
following amounts were owing at the end of the year: Factory Wages, £68; 
Office Salaries, £35. 

[Note. —For solution, sec pp. 228-230.] 
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EXAMINATION QUESTIONS, 

X. What is a partnership ? 

State the advantages to be derived by keeping separate Capital and Current 
Accounts for the partners in a firm. 

2. Heriott Brothers consists of three partners (A, B, and C). The capital 
is held as follows: A, ;^io,ooo; B, £12,000; and C, £7,500. Interest at 5% is 
allowed upon capital and is charged on drawings, upon ivhich there are no re¬ 
strictions as to amount or date. C is entitled to be credited witli a salary of ^^400 
per annum. B lent £5,000 to the firm at 6% interest. All the partners withdrew 
goods from the firm for personal use. 

In what form should the partners' accounts be recorded in the l>ooks of the 
firm ? 

Illustrate your answer by submitting a specimen of each kind of account you 
recommend the firm to employ. {Royal Society Arts.) 

3. C and 1 ) were in partnership, C, who had money, providing 10,000 capital, 
and D, wlio had more experience, providing only £500. In addition, C had lent 
the firm £1,000 half-way through the year. There was no agreement between 
them beyond a verbal one that profits should be shared equally. The first year's 
trading resulted in a profit of £2,505. C contended that interest at the rate of 5% 
should be charged upon capital and upon the loan before dividing the profit. 

Was he correct ? If not, show how the profit should be dealt with and your 
reasons for dividing in the way you do. {Chartered Accountants.) 

4. A and B are in partnership sharing profits in the proportion of two-thirds 
and one-third re.spectively- C, who is manager to the firm, and is in receipt of a 
salary of £j,ooo a year, is taken into partnership and is given a quarter of the 
profits, A and B still sharing in the proportions of two and one. It is agreed 
between A and B that the latter shall not suffer in the amount he receives in the 
new partnership by reason of the fact that C now takes a share of profits instead 
of a salary. The profits of the firm are constant and may be assumed at £^,000 per 
annum after charging the manager's salary. 

You are required to show the division of the profit under the new arrangement 
and to give the proportions in which profits should be divided for inclusion in the 
new partnership agreement. {Chartered Accountants.) 

5. Scarlett and Lake join in partnership on January i, without any formal 
deed between them. The capital introduced was as follows: Scarlett, :£3,ooo; 
Lake, £2,000. On April i Lake advanced ;£5oo to the firm as a loan without any 
agreement as to interest. The net profit for the half-year to June 30 is ^2,500. 
The partners cannot agree on the following points: Interest on capital, interest 
on loan, division of profits. Prepare accounts on the lines that you would adopt, 
giving reasons for your action. 

6. George and Hugh Dickson agree to admit George McArthur as a partner in 
their firm as on January i. 

The terms agreed upon wore as follow's: {a) McArthur was to pay £6,000 cash 
into the business, of which sum £i,Soo was to be treated as a premium and 
divided as to two-thirds to George Dickson and one-third to Hugh Dickson. 
(6) In addition, McArthur was to bring in stock 3,000 and book debts £2,500. 
(c) Profits were to be divided: George Dickson, four-sevenths; Hugh Dickson, 
two-sevenths; and George McArthur, one-seventh. 

The Balance Sheet of the old firm, as on the previous December 31, was as 
follows:— 


BALANCE SHEET, DECEMBER 31. 


Capital- Freehold Property . . 8,000 

George Dickson . 18,000 Machinery and Plant . 19,500 

Hugh Dickson . 10,000 Sundry Debtors . . 8,740 

Sundry Creditors . . 11,174 Stock .... 1,948 

Cash at Bank . . . 986 


£ 39.^74 


£39.174 
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(Royal Society 


Prepare the Balance Sheet of the new firm as on January i 
Arts.) 

7. A and B are partners, but no details have been agreed between them, 
verbally or by deed, other tlian the fact that profits are to be shared equally. 

At the close of the year, B prepared the following lYofit and Loss Account:— 


PROFIT AND LOSS ACCOUNT. 


To 5% Interest on Capital—■ 

A . . . £250 

B . . .150 

,, Salary, B . 

,, Interest at 5^0 on Loan 
from A . 

,, Balance carried dow’ii 

£ 

400 

200 

73 

1,210 

i 1 

! By Balance from Trading 

Account . . . 1,885 

i 


1 

zi-885 

To A, i Share . 

,, B, J Share . 

605 

605 

By Balance brought down . 1,210 


£1.2 JO 



If you do not appro\'e of this account, amend it. (Royal Society Arts.) 

8 . Submit a pro-forma Current Account showing: (a) Drawings and interest 
thereon ; (b) Interest on Capital; (c) Partnership Salary; and (d) Share of Profits. 
(Royal Society Arts.) 

9. A, B, and C are in partnership, sharing profits equally, and at March 31 
their Capital Accounts were as follows: A, £8,000; B, £’7,000; C, £6,000. 

On April i they admitted 1 ) as an equal partner, he having agreed to bring in 
£5,000 as his capital and to pay the old partners £2,100 for goodwill. Each of the 
old partners was to leave one-half his share of the latter sum in the business, and 
to withdraw the other half. 

Show the four partners’ Capital .Accounts as they wdll appear after the change, 
all payments having been made as agreed. (London Chamber Commerce.) 

10. E.xplain, by means of specimen accounts, the best method of recording 
the accounts of partners in the books of the firm of which they are members. 

In your answer deal with capital, drawings, loans, interest, and withdraw^als 
of goods. (London Chamber Commerce.) 

11. .A, B, and C are in partnership upon the following terms: (i) Interest on 

capital is allow'ed at 5%. (2) I*artners’ monthly drawings are allowed as follows— 

A, £50; B, £40; C, £30. No interest is chargeable on these drawings. (3) 
Partner's salaries are B, £300 per annum; C, £200 per annum : these sums are to 
be credited to the respective current accounts at the close of each year, (4) 
Profits are to be shared as follows- A, four-sevenths; B, two-sevenths; C, one- 
seventh. (5) The fixed capital is as follows—.A, £10,000; B, £6,000; C, £2,000, 
(6) It is agreed that half C's salary is to be debited to A. 

Prior to any of the adjustments arising out of the above terms, the profits for 
the year ended December 31 last were £5,825. 

Prepare the final section of the Profit and Loss Account, and the Partners' 
Accounts as on December 31 last. (Royal Society Arts.) 

12. Hugh and George Dickson agree to admit William Robinson, their 
manager, into partnership as on January 1. Interest at 5% is allowed on capital, 
which is as follows: Hugh Dickson, £10,000; George Dickson, £5,000; William 
Robinson, £1,000. 

Robinson is to be credited with a salary of £300 per annum, £200 of which 
is to be debited to Hugh Dickson and £roo to George Dickson. After 
providing for interest on capital, the profits are to be divided as follows: 
Hugh Dickson, four-ninths; George Dickson, three-ninths; William Robinson, 
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two-ninths. No interest is charged on drawings, which were as follows: Hugh 
Dickson, ;fi,5oo; (Jeorge Dickson, jfSoo; William Robinson, £^oo. 

The profit for the year ended December 31 amounted io £^,2^0 before making 
any of the above adjustments. 

Give the partners’ accounts as they would appear in the Balance Sheet as on 
December 31. (Royal Society Arts.) 

13. McArthur and Chatenay are in partnership and share profits and losses 
as to two-thirds to McArthur and one-third to Chatenay. The capital is held as 
follows: McArthur, 12.000; Chatenay, £6,000. On December 31 the credit 
balances of the partners* current accounts were: McArthur, ;(i,8oo; Chatenay, 
£960. 

On January i following, the firm admitted Pirrie into partnership on the 
following terms: Goodwill to be valued at £6,000 and to be credited to the capital 
accounts of tlie original partners. The current accounts to be transferred to the 
capital accounts. Pirrie to bring in, as capital, an amount equal to one-fourth of 
the total capital of the original partners as adjusted above. 

Give the capital accounts as they would appear in the initial Balance Sheet of 
the new firm on January i. (Royai Society Arts.) 

14. Richard Black and William White enter into partnership, upon equal 
terms, for the purpose of purchasing and continuing the old-established business 
of the late Robert Blank. The business was taken over from Blank’s executors 
as on January i, as a going concern, up(m the ba.sis of the last certified Balance 
Sheet, which was as follows: 

R. Blank. 


BALANCE SHEET, DECEMBER 31. 


LlAIilLlTlK.S. 

L 

Assets. 

£ 

To Capital. 


By Freehold I’remises 

14.200 

,, Sundry Oedilors . 

3 , 4«2 

,, Plant Account 

. 8,100 

,, Reserve h)r Bad Debts . 

385 

i ,, Sundry Debtors 

3.420 



,, Stock on hand 

4,140 



,, Office Furniture . 

, 600 


£30,460 ! 


£ 3 o, 4 f>o 


The purchase price was agreed at /28,ooo, which amount was found, in equal 
shares, by Black and White, and duly paid over to Blank's executors. 

In addition each partner paid £1,000 into the new firm’s banking account to 
])rovide working capital, and it was agreed, before opening the new books, to 
reduct; the valuation of the Idant (as shown above) by £500, the Stock by £450, 
and the Office Furniture by £200. 

Make the opening entries necessary to record the above transactions in the 
books of the new firm, and draw up a Balance Sheet showing the position of 
Messrs. Black and W’hite at the commencement of the new partnership. (Chartered 
Accountants.) 

15 - J eeves and W^ioster are partners, sharing profits and losses as to Jeeves 
tw'o-thirds and Wooster one-third, and they agree to admit Bertie as a partner 
on June i. Bertie is to bring in capital amounting to £3,000, and is also to pay 
£600 as premium, the latter to remain in the business. Show the entries you 
would make in the books of the firm. 

16. At January i, X, Y, and Z had the following respective capitals, viz. 
£3*330. £4.225, and £3,702. They shared profits in the ratio 3, 5, and 6. At that 
date they sold their assets for £o,i 77. They owed their creditors £208, and Y had 
advanced £555 on loan to the firm. 

1 ’repare Balance Sheet, Realisation Account, Cash Account, and Partners’ 
Capital Accounts. 

17. X, Y, and Z were partners in a manufacturing business, sharing profits as 
follows: X, four-sevenths; Y, two-sevenths; Z, one-seventh. 

Under a clause in the partnership deed, any partner was at liberty to retire 
and claim an annuity of £150 for each one-seventh share held by him in the 
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profits; his share in the assets and goodwill to pass to the remaining partners in 
equal shares. Y retired from the firm on January i, the amount standing to the 
credit of his capital account being ;f6»8oo. 

How should you treat the annuity payable to Y, for the year ended on the 
preceding December 31 ? (Royal Society Arts.) 

z8. Jones and Webb, who are partners, sharing profits and losses as to five- 
eighths and three-eighths, admit Williams into partnership as from July i. The 
Partnership Deed provides that Williams shall receive one-fifth of the net profits 
after allowing ^^400 salary and 4% interest on capital for each partner. 

On July I following, it was ascertained that ;^4,ooo net profit had been made 
before charging partners’ salaries or interest on capital. The capital accounts 
were as follows: Jones, £b,ooo\ Webb, ^£4,000; and W^illiams, /^itSoo. 

Prepare Appropriation Account and Partners' Capital Accounts, 

19. A and B are in partnership, sharing profits equally. As from December 
31 they admit C, and from that date share: A, four-tenths; B, four-tenths; C, 
two-tenths. It is agreed that the Balance Sheet of A and B as on December 31 
requires amendment as follows: Insurance Fund, credit balance, £\,y^o, is to be 
reduced to j^'280; Plant and Machinery’ are undervalued by £500 ; Provision for 
Bad Debts, £230, is to be increased to £400; J. Jones, debtor for goods supplied, 
£i,2yo, is to be written off as bad to the amount of ;£i,090, the difference of £iSo 
being the surrender value of a life policy held as security, which is taken over by 
the new partnership. 

Subject to these adjustments, C agrees to pay £2,000 for the acquisition of a 
two-tenths share in profits and goodwill. 

Prepare Revaluation Account, adjusting the accounts as agreed, and show the 
treatment of the sum paid for Goodwill. 

20. A and B are equal partners. In order to provide funds to pay out the 
executors of a deceased partner, a joint policy of assurance for £5,000 is taken out 
with the Northern Assurance Company. 'Fhe sum assured is payable at tlie death 
of either partner. The annual premium is £4 50. 

Show, by means of specimen entries, how the above transaction should be 
recorded in the books of the firm at the end of the first year after the assurance 
was effected. (Royal Society Arts.) 

21. A firm has taken out life-assurance policies on the lives of the partners 
and the managers. How would you deal with the premiums in the accounts ? 
Should they be shown as an accumulating asset in the Balance Sheet ? Comment 
hereon. 

22. T. Landry and R. Lambert, who w^erc equal partners in a manufacturing 
business, agreed to dissolve partnership and to realise their business as on June 
30. On that date their Balance Sheet Ava-s as follows:— 


Messrs. T. Landry & R. Lambert. 

BALANCE SHEET, JUNE 30, 


Liabilities. 

£ 

T. Landry, Capital Account. 

3,000 

R. Lambert, Capital Account 

700 

Sundry Creditors 

2.300 


£6,000 


Assets. £ 

Sundry Assets . , . 5,150 

Cash .... 850 


£6,000 


The expenses of the realisation, which were paid in cash, amounted to £270, 
and the Sundry Assets realised £5,920 in cash. 

You are required to show fully the result of the realisation, which was con¬ 
cluded on August 16. Under the partnership articles, in the event of there 
being any deficiency on the capital account of either partner, the amount of such 
deficiency is to be at once made good in cash. (London Chamber Commerce.) 
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23. A. and B. Blank are partners. There is no partnership agreement. 

The partnership was dissolved as on December 31, when the Balance Sheet was 
as follows:— 


BALANCE SHEET. DECEMBER 31. 


Liabilities. £ 

Capital— 

A. Blank . . . 10.000 

B. Blank . . 5.000 

Sundry Creditors . 3.714 

Bank Overdraft . 1,000 




Assets. 

£ 

Croodwill . 

2,500 

Freehold Premises 

10,000 

Sundry Debtors 

3*862 

Stock 

2.480 

Cash in hand 

10 

Cash at Bank 

862 


;£i 9 . 7 I 4 


The assets were realised as follows: Goodwill, £i,ooo\ Freehold Premises, 
li2,$oo\ Sundry Debtors. Stock. £2,0^0. Allowances were obtained 

from creditors amounting to £2yo. The expenses of the dissolution amounted 
to/172. 

Show the final result of the dissolution and the amounts payable to the 
partners. (Chartered Institute Secretaries.) 

24. S, T, and U were partners sharing profits and* losses equally. On the 
dissolution of the partnership on December 31, the Balance Sheet was as follows:— 


Sundry Creditors 

i 

8,000 

Cash 

£ 

800 

Capital Account— 

2,500 

Sundry Debtors 

Stock 

4,200 

6,000 

T ‘ ! ; 

2,000 

Furniture and Fittings 

300 

u . 

. 1,000 

Goodwill . 

2,200 


;fi3.50o 


;^I 3.500 


On realisation. Stock was sold at a discount of 30% on book values. 

Sundry Debtors realised ;i3,5oo; Furniture and Fittings, £i5o \ Goodwill, 

The expenses of realisation were £110, 

Ascertain the deficiency and prepare accounts, showing the final position of 
each partner’s capital after adjustment, consequent upon U being able to bring fn 
only £2^0 towards his share of the deficiency. (Incorporated Accountants.) 

25. George McArthur and Arthur Hadley were equal partners. McArthur 
died on December 30. Accounts were prepared at the close of the financial year 
(December 31), when it was found, after ascertaining and crediting the profit for 
the year in the ordinary way, that the partners’ accounts stood as follows: Mc¬ 
Arthur, Capital Account, £8,000; Current Account (credit balance). £962. Had¬ 
ley, Capital Account, £y,ooo \ Current Account (credit balance), ^£852. 

It was agreed with McArthur’s Executors that the value of the goodwill, 
which had not hitherto appeared in the books, should be fixed at £3,000, and that 
the assets and liabilities should be reviewed. Valuations were made with the 
following results: The book value of the Plant and Machinery was reduced by 
£$00; the Provision for Bad Debts was found to be excessive by ;^200; tlie Stock 
was undervalued by £350; the Sundry Creditors were overstated by £6yo; and 
the Patents (book value ;£30o) Avere held to be of no value. 

Submit the partners’ accounts as they would appear in the Revaluation Balance 
Sheet. 

26. On the dissolution of the partnership of N and O, the assets realised 
7.500, subject to the cost of realisation, £230. The liabilities were: Over¬ 
draft at Bank, secured by a charge, 1.500; other Creditors, ;£6,50o; Loan from 
N, £3,000; Capital, N, £3,000; Capital, O, £2,300; Loan from O, 1,000. 
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Profits and losses were to be shared in the proportion of two-thirds to N, 
one-third to O. State the order of priority in wliich the payments should be 
made, and show in account form how the cash realised w'ould be distributed. 
{Incorporated Accountants.) 

27. A, B, and C were in partnership and shared profits and losses in the pro¬ 
portions of one-half, one-third, and one-sixth respectively. They decided to 
dissolve partnership as on June 30. C w^as adjudicated a bankrupt during the 
realisation of the assets and was unable to contribute anything to his deficiency 
in the firm. 

The partners' capitals were originally A, ;fTo,ooo; B, ^5,000; and C, £2,^00; 
but were reduced to the figures appearing in the following Balance Sheet by adjust¬ 
ments made upon agreement between the partners at the end of the usual account¬ 
ing periods. 


BALANCE SHEET, JUNE 30. 


A, Capital Account 

L 

£7.000 

Freehold Premises 

B, Capital Account 

2.000 

Plant and Machinery 

Sundry Creditors 

5.650 

Fixtures and Fittings 
Stock 

Sundry Debtors 

Cash 

C, Capital Account 
drawn . 




£ 

4,200 

2,400 

800 

2,600 

3^500 

700 

450 




The assets realised the following amounts: Freehold Premises, ^{4,500; 
Plant and Machinery, ;ii,90o; Fixtures and Fittings, £^00 Stock, £i,.^oo\ 
Sundry Debtors, £3,000. 

The expenses of realisation were £300. 

You are required to close the books of the firm. {Chartered Accountants.) 

28. A and B were equal partners in a business from wliich A retired on De¬ 
cember 31. 

The Balance Sheet of the firm w'as then as follow's;— 



BALANCh: SHEET. DECEMBER 31. 



/ 

£ 

Capital Accounts— 

Plant and Fixtures 

800 

A . 

£3,100 Stock 

3,600 

B . 

2,600 Sundry Debtors 

4,000 


7,700 Cash 

1.500 

Sundry Creditors 

2,200 



£9,900 

£9,900 


Under the Partnership Agreement, a partner retiring was entitled to be 
paid, for his share of the goodwill, two years' purchase of his share of the profits, 
based upon the average of the three years preceding his retirement. The profits 
of the firm for the last three years were £ci,Iroo, 

Any bad debts incurred in the realisation of the debtors were to be taken as 
bad debts of the firm at the date of any retirement, but not so to affect the figures 
previously used for the calculation of the amount of goodwill. These amounted 
to ;f200. 

It was agreed that A should be paid out, with interest at 5% per annum, by 
half-yearly instalments of ;ff ,000 (covering interest and principal) until discharged. 
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the first payment being made on June 30 following. So far as the debtors and 
creditors were concerned, interest was only to be calculated from the date of 
receipt or payment. 

You are required to show A *s account at the close of the year, assuming that 
the creditors were paid and the debtors realised at an average date of six months, 
(Chartered Accountants.) 

29. X and Y are in partnership. The profits are shared as to three-fourths 
to X and one-fourth to Y. 

The Balance Sheet of the firm, as on September 30, was as follows:— 


Capital— 


L 

X 


18,000 

Y 


. 6,000 

Creditors . 


4,600 

Loan from X 


4,000 

Reserve Account 


. 1,400 


Freehold Premises 

. 20,000 

Fixtures and Furniture 

. 2,000 

Sundry Debtors 

5,682 

Stock 

4.334 

Cash at Bank 

1,984 


£3^,000 


The partners decided to dissolve the firm and realise the assets. 

X agreed to purchase the Freehold for 8,000, whilst Y took the Stock over 
at a discount of 15%. The book debts realised 94% of the Balance Sheet figure. 
The Fixtures and Furniture realised ;^i,742. The realisation expenses amounted 
to ^784. 

Ciive the accounts necessary to show the result of the realisation. (Royal 
Society Arts.) 

30. In the firm of E and F, E is a general and F a limited partner. To the 
capital of the firm, which amounts to £2^,000, F has contributed £5,000, and out 
of the profits is entitled to receive interest at the rate of 8% per annum, and one- 
tenth of the remaining profits. E is entitled on account of his share of the profits 
to draw £100 3. month. At the end of the first year the following figures are 
extracted from the books of the firm;— 

Capital Account, F, ;£5,ooo; Capital Account, E, 20,000; Creditors, 10,500; 
Debtors, £S,ooo; Land and Buildings, £13,500; Plant and Machinery, £7,500 ; 
Stock and Stores, £10,500; Cash, £2,400; E, Drawings Account, £1,200; F, 
Drawings Account, Interest, /400; l^ofit and Loss Account, £S,ooo. 

From these figures draft Trial Balance and prepare accounts showing the 
profits due to each partner and the position of their accounts before the balance 
of profits respectively due is paid out. (Incorporated Accountants.) 

31. A, B, and C are in partnership, sharing profits in the proportions of one- 
half, one-third, and one-sixth respectively. The X Company, Ltd., whose £j 
shares have a market value of 235. each, agrees to purchase the undertaking of 
A, B, and C (excluding cash), the consideration to be the taking over of the 
liabilities and the allotment of 10,000 shares in the company. The Balance Sheet 
of A, B, and C as on the date of purchase was:— 


Creditors . 

£ 

2,863 

A, Capital 

5,000 

A, Undrawn Profits 

. 224 

B, Capital 

4,000 

B, Undrawn Profits . 

182 

C, Capital . 

. 1,000 

C, Undrawn Profits 

87 


£^3.356 


Goodwill . 

2,000 

Plant and Machinery . 

4,782 

Debtors . . . 

3.168 

Stock 

• 2.715 

Cash . , . ^ 

J 691 


/13.356 
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The partners agree amongst themselves that the balance of cash remaining 
after payment of their undrawn profits shall be divided equally between them, 
but they cannot agree as to the correct division of the shares. Prepare state¬ 
ments showing how in your opinion the shares should be divided, having regard 
to their market value. Ignore fractions. (Chartered Accountants,) 

32. Bell and Broughton were in partnership sharing profits and losses as to 
three-fifths and two-fifths respectively. The}*^ decide to sell their business to the 
Lyte Engineering Company, Ltd., as at June 30, at which date their Balance 
Sheet was as follows:— 


Bell & Broughton. 


BALANCE SHEET, JUNE 30. 


Liabilities. £ 

Capital— 

Bell . . 5,000 

Broughton . 10,000 

- 25.000 

Bell, Loan Account . . 2,500 

Sundry Creditors . 7,500 

Reserve Account . . 5,000 


i^o.ooo j 


Assets. 
Cash in hand 

Cash at Bank 

1 Cn 

1 §0 

£ 

550 

Sundry Debtors 


M »450 

Stock-in-Tradc . 

. , 

18,000 

Plant and Machinery 
Fixtures, Fittings 

and 

6,000 

Trade Utensils 

• 

1,000 

;^40,000 


The Company agreed to purchase the Book Debts, Stock, Plant and Machinery, 
Fixtures, etc., and Goodwill, the consideration being ;ii5,000 in cash and the 
allotment of 15,000 shares of £\ each in the Lyte Engineering Company, Ltd., 
which were quoted on the market at date of sale at a premium of per share. 
The liabilities were paid by the partners. It was agreed as regards the purchase 
consideration that Broughton should receive half the shares in the Lyte Engineer¬ 
ing Company, Ltd. 

Prepare accounts showing the final settlement between the partners. 

33. D, E, and F are equal partners, whose Balance Sheet at June 30, 19..., 
was as follows:— 


Liabilities. 

£ 

Assets. 

£ 

D, Capital 

. 20,000 

Plant and Machinery . 

. 12,000 

E, Capital 

10,000 

Trade Debtors . 

7,000 

Trade Creditors . 

5,000 

Stock-in-Trade . 

6,000 



F, Capital Account 

. 5,000 


i 

i 

F'rcehold Property 

5,000 


/35.000 1 


£35,000 


They dissolve the partnership. The assets upon sale realise £19,000, and the 
expenses amount to 1,000. 

Following the rule in Garner v. Murray, you are required to close the accounts. 
(Incorporated Accountants.) 

34. X and Y are in partnership, sharing profits and losses four-sevenths and 
three-sevenths respectively. Their Balance Sheet on December 31 was as fol¬ 
lows :— 
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Creditors . 
Capital, X. 
Capital, Y. 

2,000 

6,000 

3,000 

Goodwill . 
Property . 
Debtors . 

Cash 

• 

£ 

, 1,000 

4,000 
. 4,000 

2,000 


£i 1,000 



£11,000 


Z joins them on January i following, it being agreed that he shall receive one- 
fifth share of profits, the shares of X and Y bearing the same relation to each other 
as heretofore. 


Z’s Balance Sheet is as follows:— 



Creditors . 

£ 

1,500 

Property . 

£ 

2,000 

Capital 

2,000 

Debtors 

1,000 



Cash 

500 


£3.500 


£3,500 


Before opening the books of the new partnership it is agreed that the following 
adjustments shall be made: X and Y—Value of property to be reduced by £i»ooo ; a 
Provision equal to 5%on Debtors to be made; Goodwill to be increased or decreas^ 
to allow for these adjustments. Z—Value of property to be increased by £500; a 
Provision equal to 5% of Debtors to be made; Creditors to be increased to 
£i,yoo; a Cioodwill Account of £1,000 to be raised and the balance of Z’s Capital 
Account to be increased or decreased to allow for these adjustments. 

Show the opening Balance Sheet of the new partnership, indicating the pro¬ 
portions in which X, Y, and Z will share in the profits ana losses. 

35. G. McArthur and C. Fitzgerald are in partnership upon the following 
terms: (a) The fixed capital of the partners is: McArthur, £1^,000) Fitzgerald, 
/8,ooo. (h) 5% interest is allowed upon capital and charged upon drawings, 

(c) Profits are shared—McArthur, two-thirds; Fitzgerald, one-third, (d) The 
goodwill of the business stands in the books at £^,000, and McArthur is to be 
credited with 2 J% as interest on this amount and Profit and Loss Account debited, 
(ff) The partners are entitled to draw each year on the last day of March, June, 
September, and December as follows—McArthur, £^^o\ Fitzgerald, £2^0. (/) 
Fitzgerald is to be credited, at the close of each year, Avith £^00 as salary. £100 
of this amount is to be debited to McArthur's current account, and the balance 
to Profit and Loss Account, (g) During the year goods were supplied from stock 
as follows—McArthur, £i^(> \ Fitzgerald, £^^; but no entries have yet been made 
in the books. 

You are to assume that all the above conditions have been complied with and 
the necessary entries made in the books. 

In addition to the accounts arising out of the above, the following balances 
were extracted from the books of the firm as on December 31; Stock, ;f32,48o; 
Freehold Warehouse, ;f5,640; Fixtures and Fittings, £9^0 ; Additions and Altera¬ 
tions (Warehouse), /i,ooo; Sales, ^£98,462; Purchases, ;£62,462 ; Returns (Sales), 
^£324; Returns (Purchases), ;£94i; Rates and Taxes (Warehouse, ;£i,i4i; Office, 
;fi.277; Lighting and Heating (Warehouse, ;£385; Office, ;£95). ;£48o; 
Bank Overdraft, £2,o6y ; Cash in hand, ;£io8; Sundry Creditors, ;£9,796; Sundry 
Debtors, ;£7,86o; Investment (5% Debentures), ;£2,ooo; Bills Payable, £2,\^2\ 
Bills Receivable, £i,2^i\ Warehouse Expenses, £i,5Sy, Warehouse Wages, 
;£4,872; Provision for Bad Debts (January i), ;£25o; Insurance (Warehouse, 
^486; Office, ;£38), ;£524; Interest Account (Credit Balance), ;£6i; Carriage 
Outwards, ;£948; Carriage Inw'ards, ;£794; National Health Insurance (Ware¬ 
house), ;£84 ; Fixtures and Fittings sold during the year, ;£2oo; Office Furniture, 
;£76 o; Vans and Horses, £1,572; Office Salaries, £2,104. 
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You are required to prepare Trading and Profit and Loss Accounts for the year 
ended December 31, and a Balance Sheet as on that date. 

When preparing these accounts the following matters must be taken into 
consideration: (i) The error in the Trial Balance (£3^) must be carried to a 
** Difference in the Books Account.” (2) The (juarter’s interest (5%) on the 
investment to December 31 has accruecl due, but has not been paid or passed 

through the books. (3) Write off the following depreciations.h'ixtures and 

Fittings, 15% ; Onice Furniture. (.|) The folknviiig items were outstanding 

at the close of the year, and no entries hati been made in the books.Warehou.se 

Wages accrued, ; Office Salaries accruetl, /.p>: Insurance (Warehouse) paid 
in advance, £121. (5) I’rovide 5^^, for bad debts on the Sundry 1 )ebtors. (6) Write 
off one-half of the additions and alterations to warehouse. (7) The following 
valuations were made as on DeceinbtT 31: Stock, /2i,<S4(>; Vans and Horses, 
1.4 00. (Royal Socii ty A dvancccL ) 

36. Peter Pink and Benjamin Brown are in partnership, sharing profits and 
losses, two-thirds and one-third respectively. Interest on ca})ital at is to be 
credited to the partners annually. The Trial Balance of their books at December 
31, iq..., is as follows;— 


amiary i, i 


anuary r, 19... 


P. Pink- 

Capital Account 
Current Account Balance. J 
Drawing .-Vccount 
B, Brown— 

Capital Account 
Current Account Balance, J 
Drawing Account 
Office Furniture . 

Sundry Debtors and Creditors 
I^urchases and Sales 
Stock. January i. 19... . 

Carriage Inwards , 

Returns Inwards and Outwards 
Kent .... 

Salaries 

Carriage Outw^ards 
Discounts 

Pro visit »n for Bad Delffs 
Advertising . 

Rates 
Insurance 

Insurance, National 
Telephone . 

General Expenses 
Printing and Stationery 
Postage 
Repairs 
Electric Light 
Bank Charges 
Investment : £1 ,(yoo 5% Railway Stock at cost 
Interest on Investments 
Cash at Bank 
Cash in hand 


/ 

1,004 


£ 

3,()Oo 
1 20 


•"=•17 

840 

-. 93*1 
37,000 
' 1 ,SSo 
202 
125 

375 

O30 

59 


800 

180 

b2 

27 

20 

L 33 

<>4 

T17 

21 

tS 

() 


1.203 

10 


1,600 
80 


43.021 


220 


33 T 
500 


31 


£50.357 £50.357 


The Stock at December 31, 19..., is valued at 1,287. 

Prepare Trading and I^rofit and Loss Accounts for the year ended December 
31, 19..., and Balance Sheet at that date after making the following adjustments; 
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one quarter’s rent is outstanding: rates unexpired, ^36; Insurance unexpired, 

; six months’ interest accrued on Investment (less Income Tax at 4s. 6rf.); 
carry forward one-half of the amount spent on Advertising; write off Bad Debts, 

\ depreciate Office Furniture at 5% per annum. 

37. The firm of Markham and Newlxdd (architects), to which 3^ou have been 
api>ointed secretary, l\as a capital of ;t5,ooo provided as follows: G. Markham, 
;£3 ,ooo: Alfred Newbold, ;f2.ooo, on whicli 5% interest is to be credited to the 
partner’s current accounts annually. 

The figures, other than those representing capital and interest, contained in 
the Trial Balance of the books at December 31, 19..., are as follows: Rent, £600; 
Sundry Debtors, 1,800; G. Markham, Current Account, credit balance, \ 

A. Newbold, Current Account, credit balance, £360; Apprenticeship Premiums, 
3^1,200; Sundry Creditors, 3^270; Ci. Markham, i.)rawings, ;^i,too; A. Newbold, 
Drawings, ;{8oo; Salaries, 3^2,200; iTofessional Fees, 3^5,797 ; Furniture, /i,290; 
Investments, 3^2,500; Interest on Investments, Telephone, £^0] Cash at 

Bank, £2/^y ^; C^ash in hand. £20\ Electric Light, £^2 ,; Printing and Stationer3^ 
/2ii; Drawing Materials, /270; Prints and Photos, £2f>ci; Miscellaneous Ex¬ 
penses, £q. 

lYcpare final accounts for the year ended December 31, 19... The following 
adjustments are necessary; Apprenticeship Premiums w^ere for five years; four 
years to run from the commencement of llie current year. Only three quarters' 
rent charged, one quarter due. Stock of Stationery in hand £130. 

38. T he firm of M and N consisted, on June 30, of two partners, sharing profits 
in the proportions of four-sevenths and tliree-sevenths respectively. The 
Balance Sheet at that date showed;— 



£ 

Capital Account, M 

8,000 

Capital Account, N 

. 6,000 

Creditors . 

7 . 5 «o 

Profits not drawn 

1,400 


/ 2 2,goo 


Land and Jhiildings . 

i 

3.500 

Plant and Machinery . 

5.250 

Furniture and Fixtures 

. 800 

Stcicks and Stores 

5.700 

Debtors 

6,600 

Cash 

1,050 


£22,900 


It is agreed to admit O into partnership on July i, on payment of 3^2,100 for 
goodwill, divisible l)ctween M and N in the proportions in which they provided 
capital and divided profits. O also brings in 3^4,000 capital. One-half the profits 
not drawn on June 30 arc to l>e divided between M and N in their respective pro¬ 
portions, the balance to remain in the business and to be credited in the same 
proportions to M and N’s Capital Accounts. It is agreed that the Stock and 
Stores .shall be reduced in value to £3,000, and that the reduction shall be charged 
to the Capital Accounts of M and N in the proportion of four-sevenths and three- 
sevenths. M, N, and O are to divide profits in proportion to their respective capital 
accounts as on July 1. Show the respective Capital Accounts of the three partners 
as at that date, and state the proportions in which they will divide profits. Set 
out the Balance Sheet of the new firm as at July i. (Incorporated Accountants.) 

39. O. Fitzgerald carried on business as a manufacturer of rubber heels and 
sundries. On January i he agreed to admit C. Testout as a junior partner on the 
following terms :— 

A Goodwill Account of 3^3,000 was to be opened, and a similar amount credited 
to Fitzgerald’s Capital Account. Fitzgerald was to draw 3^40 per month, and 
Testout £30 per month. No interest was to be charged on drawings, but 5% 
interest was to be allow'ed on capital. Testout was to pay in £3,000 in cash as his 
capital. Testout was to be credited with a salary of £230. I^ofits were to be 
shared as to two-thirds to Fitzgerald and one-third to Testout. 
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On December 31 the undermentioned Trial Balance was extracted from the 
books of the firm:— 


TRIAL BALANCE, DECEMBER 31. 


O. Fitzgerald— 

Capital Account 
Drawings Account 
C. Testout— 

Capital Account 
Drawings Account 
Goodwill ..... 

Partnership Salary" 

Plant and Machinery 

Loose Tools ..... 

Sales ...... 

Sales Returns .... 

Purchases ..... 

Purchases Returns 
Machinery Repairs 
Stock (January i) 

Bad Debts ..... 
Provision for Bad Debts (January i) 
Carriage Inwards . . . . 

Carriage Outwards 
Office Salaries .... 
Office Expenses .... 
Travellers' Salaries and Commission 
Factory Power .... 
Bills Receivable .... 
Factory Wages .... 
Rent and Rates (Factory) 

Rent and Rates (Office). 

Factory Expenses 
Insurance (Factory) 

Insurance (Office) 

Discount Account 

Cash at Bank .... 
Bank Overdraft .... 
Sundry Creditors .... 
Sundry Debtors .... 
Office Furniture .... 
Motor I.orry .... 


£ 

£ 


9,000 

480 

3,000 

F 10 


3,000 


^ -250 


2,840 


520 

27..580 

108 


9,b^>4 

31 

349 


3.872 


221 

400 

462 


5-^4 

1,948 


362 


1,486 


1,642 


325 


4.^^94 


1,278 




821 


248 


29 

84 

464 

4,000 

3,206 

9,862 

240 

1,400 


>^47.582 

.£47.582 


You are required to prepare a Factory Working Account and a Profit and 
Loss Account for the year ended December 31, and a Balance Sheet as on that 
date. 

When preparing these accounts, the following matters must be taken into 
consideration: (a) The following depreciations are to be written off—Plant and 
Machinery, 10% ; Office Furniture, 5% ; Motor Lorry, 20% ; Loose Tools, 15%. 
(6) Sundry Loose Tools were made by the firm's workmen, and Wages £g2 and 
Purchases £2^^ are to be transferred from these accounts to Loose Tools Account 
before calculating the above depreciation, {c) The Stock in hand, as on December 
21, was valued at ^4,092. (d) The Provision for bad debts is to be made up to £$00. 

40. A, B, and C were in partnership in a manufacturing and trading concern 
under the style of A B & Co., sharing profits and losses in the proportions of 8, 6, 
and I. Interest was to be at the rate of 6% per annum on partners' capitals and 
at the rate of 5% per annum on Current Accounts. 
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Drawings are made quarterly by equal instalments on September 30, Decem¬ 
ber 31, March 31, and June 30. The following is a summary of the Current 
Accounts of the several partners for the year ended June 30, 1950:— 


Balance (Cr.). June 30. 1949 
Profit and Interest for the ^-ear to June 30, 
1949. credited as on September 30, 1949 . 


Less Drawings 


A 

B 

c 

£ 

£ 

£ 

840 

153 

no 

2,070 

L545 

252 

2,910 

1,698 


2,500 

2,000 

300 

£410 

Dr. £302 

£62 


The following Trial Balance was extracted from the books of the firm as on 
June 30, J95^ :— 


TRIAL BALANCE. JUNE 30. 1950- 


Capital, June 30, 1949— 

B . 

C. 

B, Capital withdrawn March 31. 1950 
Current Accounts, June 30, 1950— 

A. 

B. 

C. 

Machinery, June 30, 1949 
Machinery, Additions since 
Investments ..... 

Bad Debt Provision, Juno 30, 1949 • 
Bad Debts ..... 

Office Furniture , . . . 

Motor Lorry ..... 

Rent, Factory .... 

Rent, Office ..... 

Power, Factory .... 

Heating and Lighting, Factory 
Heating and Lighting, Office . 
Expenses, Office and Facttjry . 
Goodwill . . . . . 

Interest on Investments . 

Stock, June 30, 1949 

Sundry Debtors and Creditors . 

Wages ...... 

Machinery Repairs 

Discount . . . . . 

Salaries and Comissions . 

Purchases . . . - • 

Sales ...... 

Cash at Bank . . . . 

Cash in hand . . . . 



£ 

s. 

(f. 

£ 

s. 

d. 





25,000 

0 

0 





20,000 

0 

0 





4,000 

0 

0 


1,000 

0 

0 

410 

0 

0 


302 

0 

0 

62 

0 

0 


7.095 

10 

0 





300 

0 

0 





2,015 

0 

0 

250 

0 

0 


263 

8 

6 





550 

0 

0 





390 

0 

0 





1,200 

0 

0 





275 

0 

0 





510 

15 

9 





73 

4 

2 





39 

5 

9 





473 

6 

6 





5,000 

0 

0 

100 

0 

0 


15.797 

8 

6 





4.411 

1 

10 

3.571 

0 

0 


14.105 

14 

0 





509 

10 

0 





330 

8 

8 





1,809 

5 

0 





39,106 

17 

3 

42.507 

13 

2 


317 

7 

5 





25 

9 

10 





£95.900 

13 

2 

£95.900 

13 

2 


You are required to prepare Trading and Profit and Loss Accounts for the 
year ended June 30, 1950, and a Balance Sheet as on that date. In preparing 
these accounts adjustments are to be made in accordance with the following 
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instructions: (a) The Stock valuation on June 30, 1950, was /34,486 los. 2d, 
(h) The Bad Debt Provision is to he made up to /300. (r) One-sixth of the l^xpenses 
is to be charged to the Office and the remainder to the Factory, (d) The following 
had accrued and were unpaid at June 30: Wages. £224 135.; Salaries, ;ii34 55. 
(e) Depreciation is to be charged as follows: Machinery, Old, 7J%; New, 5%; 
Furniture, 10% ; Motor Lorry, one-third. 

41. A firm of resin manufacturers, A. B. and C. D., trading together as equal 
partners, agree that in the event of the death of one of the partners the survivor 
shall pay out the interest of the deceased partner and purchase his sliare, the 
purchase price to be the profits of the three preceding completed years. 

A. B. died on October 1. The Stock at that date was valued at 1,800, and 
the net profits for the three preceding completed years \vere «'is follows: ;i3..soo, 
/2,ioo, and /1.823, 

The following figures as at date of death were extractetl from the hooks of the 
firm : A. B., Capital Account, Amount at Credit, ;^2,ooo; C. D., C\'ipital Account, 
Amount at Credit, ;^'2,ooo; A. B., Drawing Account, in Debit, /,300; C. !>., 
Draw'iiig Account, in Debit. /200; Salaries,;/573 ; Kent and Kates, >(,250; Stock 
(January i), ;£i,5oo; Wages, /1,200; Sales, £11,000: Purchases, £7,100: Re¬ 
turns, Outwards, £150 ; Sundry Debtors, £2,400 ; Trade Creditors, £2,100; Cash 
at Bank, £1,605; Petty Cash overdrawn, £10: Office Furniture and Fixtures, 
£100: Discounts Received, £220: Discounts Allowed, £230; Plant and Machin¬ 
ery, £1,750; General Expenses, £250. 

You are required to prepare the necessary accounts to produce to the executors 
of A. B. showing what is due to his estate. The Partnership Deed provided that 
the assets should be taken at their book value. {Ittcorporatrd Accountants.) 



Chapter VIII 

CONSIGNMENT ACCOUNTS. JOINT VENTURE ACCOUNTS 
I. Consignment Accounts. 

A CONSIDERABLE part of the export and import trade of this country 
consists of goods sent on consignment to British agents by foreign 
manufacturers and exporters, or by British manufacturers and exporters 
to foreign agents. The book-keeping records of consignments are based 
upon ordinary double-entry methods, but special application of these 
methods is necessary, owing to the fact that the property in goods 
sent on consignment remains in the consignor or shipper until actual 
sale of the goods is effected. 

Definitions. —In book-keeping terminology, goods sent by a prin¬ 
cipal to his agent for sale on behalf of the principal are termed a con- 
signmeni, 'I'hey are Consignments Outwards from the point of view 
of the j)rincij:)al, and Consignments Inwards from the point of view of 
the agent. Consignments usually involve some element of speculation. 
J'hc principal in these transactions is termed the consignor ; the agent 
is the consignee. Subject to any agreement between the parties, a 
consignee may pledge his principal's goods, give valid receipts upon 
sale of them eitlier for cash or on credit, and exercise a lien upon them 
for any unpaid commission or expenses incurred by him in connection 
with the goods. 

A consignee is remunerated for his services as agent by an agreed 
commission cliarged b}' him to his principal. This commission usually 
takes the form of a j)ercentage on the gross proceeds of sale of the goods 
consigned. Where the consignee guarantees his principal against loss 
from bad debts, an additional commission, called a Del Credere Com¬ 
mission, is paid to him. In some cases, these tw'o commissions are 
merged into one percentage. 

The .statement rendered by the consignee to the consignor, contain¬ 
ing detailed particulars of the consignment, and detailed particulars of 
sales, expenses, and commission, and showing the net amount due to 
the consignor, is termed an Account Sales (A/S). A specimen Account 
Sales is shown on p. 24 S. 

It is usual for the i)rincipal to forward to the agent a formal invoice 
for the goods termed a Pro Forma Invoice. This is merely a memoran¬ 
dum for the guidance of the agent, giving a description of the goods— 
weight, quantity, quality, shipping marks, etc.—and sometimes also 
stating a minimum or reserve selling price for the goods. 

The all-important point to note in connection with consignment 
accounts is that, upon shipment of the goods, no sale has takcfi place, 
and consequently no debtor exists. The consignee becomes a debtor only 
when he has sold the goods, either in whole or in pari. Indeed, the con¬ 
signee may never become a debtor at all, since, being an agent, he may 
return the goods to the consignor, if he fails to sell them. Hence the 
need for the special book-keeping methods employed. 

245 
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The records of outward consignments deal with the despatch of the 
goods, and the expenses connected therewith, such as packing, freight, 
insurance, etc. The accounts are closed by incorj)orating the informa¬ 
tion furnished by the Account Sales rendered by the consignee upon 
sale of the goods. Finally, therefore, the consignor's books record 
a complete history of the consignment, viz. details of the consignment, 
the expenses incurred thereon both by consignor and consignee, the 
commission charged by the consignee, and the net proceeds of sale. 
The records of inward consignments show details of the goods, the 
sales effected and their proceeds, the expenses incurred, the commission 
charged, the net proceeds of sale, and the remittance or remittances 
made to the consignor. 

Where consignments are numerous, it is usual to keep a separate 
set of books for their service. These would consist of: A Consignment 
Ledger, a Cash Book, and an Account Sales Book. Consignment 
Accounts have a good deal in common with Branch Accounts. 

It is a frequent practice for the consignor to draw a bill of exchange 
upon the consignee for a part of the value of the goods consigned, e.g, 
75 % of the value. The bill would be drawn at the time of shipment, 
and made payable at such a period after sight as will give the consignee 
time to dispose of the goods. The consignor may then attach the 
shipping documents to the bill and obtain an advance upon the bill from 
his banker. 

Consignments Outwards.—Consignor’s Books.—It has already been 
stated that goods sent on consignment remain the legal property of 
the consignor until sold. For this reason it is clear that he cannot 
debit their value to the personal account of the consignee. An account 
is therefore opened under the caption “ Consignment to X "—the 
consignee's name being inserted. This account is debited with the 
cost of the goods consigned. A second account, called " Consignments 
Outwards Account," is credited with a like amount, and, at the close 
of a financial period, is finally closed by transfer to the consignor's 
Trading Account. In cases where the goods are invoiced to the con¬ 
signee at a value above cost, it is essential that the profit thus antici¬ 
pated shall not find its way to the Trading Account. As in the case of 
Branch Accounts, this is avoided either by (i) using two columns in the 
Consignments Outwards Journal (which contains details of all consign¬ 
ments), for (a) cost price, and (6) invoice price, the cost-price column 
only being posted, or, should this be impracticable, then (2) by elimi¬ 
nating the profit by debiting Consignments Outwards Account, and 
crediting Consignment to X Account with the excess of the invoice price 
over cost price. An Adjustment Account, similar to that used in the 
case of Branch Accounts, may be employed, but its use is cumbersome, 
and is not recommended. 

Any expenses incurred by the consignor in despatching the goods, 
insuring them, etc., will be debited to the Consignment to X Account, 
Cash or the appropriate creditors' accounts being credited. 

If a bill is drawn on the consignee at the time the goods are des¬ 
patched, the personal account will be credited, and Bills Receivable 
Account debited. Any further entries will have to await receipt of 
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the Account Sales from the Consignee. From the information con¬ 
tained in the Account Sales, the Consignment to X Account will be 
credited and the consignee debited with the gross proceeds realised by 
sale of the goods. The consignee will be credited and the Consignment 
to X Account will be debited with the exj^enses incurred and the com¬ 
mission charged by the consignee. 

Should the consignee remit by draft, he will be credited and Bills 
Receivable Account be debited. 

When all the goods have been sold, the Consignment to X Account 
is closed by transferring the balance (the net profit or net loss) to Profit 
and Loss Account. If the account is closed off before all the goods 
have been sold, the stock must first be inserted at cost price (or market 
price if lower, the local market price being taken) on the credit side, 
and brought down as a debit balance to the next financial period. 
When valuing stock, it is permissible to include any expenses incurred, 
such as freight, insurance, etc., in so far as they can be attributed to 
the portion unsold. As regards the consignor's expenses, these will 
usually relate to the whole consignment, including those goods already 
sold, and a simple apportionment will be necessary. But, in dealing 
with the consignee's expenses, all those relating solely to goods sold 
must be ignored when valuing stock, and that portion only relating to 
the goods unsold must be included. 

Where practicable, (quantity accounts will be kept to check the 
stock unsold at any date. 

When preparing the Consignor's Balance Sheet, the important 
point to keep in view is that all unsold consignments must be treated 
strictly as stock, and so valued. 

Consignments Inwards.—Consignee’s Books.—The consignee makes 
no entry in his financial books on receipt of the goods, although he will 
no doubt need some descriptive memoranda of quantities received, etc. 
His one obligation is to account to the consignor for the proceeds of any 
sales effected, less expenses, disbursements, commission, etc. Thus 
the only additional account necessary is a personal account for the 
( onsignor, w'hich is credited with the proceeds of sales (cash, or debtors 
being debited) and debited with expenses and remittances (cash, 
creditors, or bills payable being credited). The consignee will calculate 
his commission (usually a percentage on gross sales) and will debit the 
consignor's account therewith, crediting his own Profit and Loss (or 
Commission Earned) Account. 

From the following example, it will be seen that the effect of the 
system outlined above is to eliminate the cost of goods sent on consign¬ 
ment from the Trading Account and to credit Profit and Loss Account 
with the net proceeds of sale. 

Illustration .—Jacobs &. Co. of Manchester consigned 20 cases of goods 
to their agents, Denny & Co. of Durban, invoiced pro forma as of a value of 
;£i,25o (being cost plus 25%). Jacobs & Co. paid freight, insurance, etc., 
and drew on Denny & Co. at 90 d/s for £1,000. Tht^y discounted the bill at a 
charge of £22. An Account Sales was received in due course from the consignees 
showing gross jiroceeds of sale, £1,525. The A/S was accompanied by a draft 
for the balance after the following items had been deducted: Commission, 
^ 1 % H- 1 % del credere \ landing and dock charges, storages, etc., £20. Show 
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the records of these transactions as they would appear in the books both of con¬ 
signors and consignees, and submit an Account Sales in the usual form. 

Account Sales 20 cases of goods received from Jacobs & Co., Manchester, per 
s.s. Colestown, sold by Denny & Co., Durban. 

C 5. d. 


Jacobs & Co. 
1 ). & Co. ^ 
217/236 



£ 

•s. 

d. 

15 cases («; £yo 


0 

0 

5 cases £95 

‘175 

0 

0 

Less ~ 




Landing and dock charges, 




storage, etc. . 

20 

0 

0 

rommis.sion, 6.[% on £1,525 


6 

3 

Del credere, on £1,525 . 

J5 

5 

0 


i Les^ Draft accepted against consignment 

, Sight Draft herewith on Chartered 

I Bank of South Africa . 


1,525 o o 


130 II 3 

1,000 o o 


8 9 


H. & O.E. 

IUjkhan. 

January 15, 19. 


per pro. Dennv Sc Co. 

J AM ES AbeRNETH Y, 
Accountant. 


\otc .—In actual practice, interest is frecpiently cliarg(‘d on disbursements 
from the date of their occurrence to the date of the Acct)unt Sales. 

JACOBS & CO.’S HOOKS. 

Consignment to Dknnv & Co., Dukhan. 


Dr. 

» 9 --- 


Cr. 


i 

! 

i /• • .-5. 

To on Consign- ; 

! 

nifiit Account . i 

I,. ■•50 1 0 «) 

,, Cash, Freight, In- | 

' i ' 

surancc, etc. . j 

45 i « <> 

,, Consignee’s Ac- j 

i ‘ 

count; i 

1 i 

Landing Charges. ' 

j 

etc. . . . I 

20 ■ 0 ti 

Commission, 6l‘’o • 

i= 05 j h :s 

Del Credere, i . | 

li *5 i 5 » 

1 

!• 1,4^5 jii 3 

,, Profit and L<,ss .Ac- j 


count . . . ; 

;; 3.|U : s 9 

! 

■0.775 ' 0 0 


iiy — Gniss 

Prot r<*(ls . 

,, on ('(Mj.sipn- 

intent Aci'Oiinl. 

c.>f 

inv(>icc 

i 


!i 

:! 

: 


<Aii. 


^ li 
i 'i 




/. 1,775 


Dr. 

19... 


To Consignment Ac¬ 
count, (irfjss Pro¬ 
ceeds . 


Denny & Co., Durban. 

i r c 


'i 




! 

i I; 


i|/,i,525 00 


Cr. 




j:. 

By bills Keceivahle . 

il 1,000 

o 

,, Con.signment Ac¬ 



count : 

!' 


Lauding Charges, 

il 


etc. 


i 20 

o 

Commission, 6^% 


1 95 

t*l 

Del Credere, 1 


! 15 

5 ! 

,, bills Receivable , * 


! 3U4 

8! 

I 

! 

l. . 

j, 

o 1 
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Goods on Consignment Outwards. 
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Cr. 


‘ 1 

1 ■ 


. 

1 ...!' ; 




d. 

IQ... 

i 


a. 

To ConsiKiinieut Ar- 



1 By ConsiKnincnt A( ■ \ 


t'ount (tt» reciucp to 
cost) . , . 1 i 

-?.SO 0 

0 


! coiint 

1 i 

1,250 

0 

,, TradiiiK Accoimt . | j 

i * 

j 1,000 j 0 

0 


, ! 



1 

1 i 

i /.U-50 1 0 

0 


, ■ 1 


.... 

i 0 

1 i 


Bills Recktvarlic Account. 

I>R. Cr. 



, . 

. . 



........ ........ 

19... 

j To IVntiv Si Co. , 

: ii /: 

i J ,‘KK) : 0 j 0 

19-.. 

i 

’ BvCasli . . i 

/: 1 A'.' d. 

i; 97 ^ ; 0 ! <' 


! 

1 ■: : j 


,, ni^.roMnl on Bills j 


j 

; , 1 


.XcCOMTir . . ! 

1 22 0,0 


i 

/,l,OCK> ' o' 0 


> i 

J £1,000 ! 0 j 0 

19... 

i 

j To Drnoy X C'u. . 

' i . 

.^9 t ;« 9 


\ 

! i 

!■ '1 

1 


DKNNY (ffe C(J.’S HOOKS. 

Jacobs & Co., ISIancukstek, re Conshinment Invvakus cx s.s. Calcutnani. 
Hr, Cr. 



•i 

,i / 

a'd. 

I'j... 

'. ! ; / A. <L 

To Cash. l.auditiK : 


! j 


' Bv Sundrifs (Cash or ! : ' ■ 

Charges, eu . . 1 

i 

.00 


Hebtors), Pro- : ; 

,, tOiurnission Ac- j 

i 

i 


cccds of Salc-s . , ' i,s 2 .s :o,o 

count . . . ' 

95 

b , 3 


• i ‘ ! 

,, /><•/ credere (.om- ' 


! ! 


1 

mission .Arroiinl . : 

t .5 

; 5 : 9 


’ ^ ■ i ! 

„ Bills Bayabh , 

!; 1,000 

: 0 : U 


i . ' i 

,, Bills Payable , 

; 394 

i«i 9 


; 1 

1 

£1.5^5 

; 0' <1 


' {.1,52s ! 0'0 


EXAMINATION nCKSTIONS. 

1. On June 1, ig..., the Niger Coal Co., Lid., consigned to Niger Sale.s, Ltd., 
in Illyria, 2,000 tons of coal invoiced at 205. a ton. The pit cost of the coal and 
the rail freight (including wagon hire) to the port were T3.S. and ^5. a ton re¬ 
spectively. 

On June 25 an Account Sales was received from the Sales Company showing 
1,000 tons scdil at 325. a ton; Ocean freight paid, 8s. a ton; Dock dues and 
demurrage, /88; Insurance, £i2.\ Brokerage, : and Cornmi.ssion, 2j%. 

The consignees enclosed a bill for the proceeds, less expenses, and reported a short¬ 
age of weight of ^o tons on the whole consignment. 

Show the necessary accounts in the books of the Niger Coal Co., Ltd. 

2. Alexanders & Co., wool brokers, sell " by order and on account and risk (^1 *' 
Pontifex Keos, rx Bendigo at Australia, the following wool: 

(Jross Weight. 'Farr ami J )raft. 


Marks. 

Lot. 

Bales. 

r. 

qr. 

lb. 

c. 

qr. 

lb. 


8 g 

-’5 

89 

2 

4 

3 

2 

0 at 2.S. 2 d. lb. 

J.S.C. 

go 

28 

lOI 

3 

2 


2 

15 at 15. iii^. lb. 


Set out the Account Sales in proper form. N.B. - The candidate is himself to 
specify the various charges likely to be deducted from the gross proceeds, and to 
I 
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allot purely nominal amounts for each item, showing finally the net proceeds. 
(Royal Society Arts.) 

3. T. Russell, a colonial merchant with an office in London, is an agent for 
Messrs. Hall & Jones, of Christchurch, New Zealand, exporters of Canterbury 
lamb, etc. Included in the latter’s 19... season’s shipments is a consignment of 
7,000 carcases (2,500 lambs and 4,500 sheep) shipped per s.s. Achilles. Mr. Russell 
disposed of the whole of this consignment, obtaining orders as under at the prices 
stated:— 

1.500 Lambs, weighing 50,000 lb. at ys, per stone at 8 lb. c.i.f. 

1,000 l^mbs, weighing 34,000 lb. at 6s. gd. per stone of 8 lb. c.i.f. 

2.500 Sheep, weighing 140,000 lb. at yd. per lb. ex store. 

2.000 Sheep, weighing 110,000 lb. at 6d. per lb. delivered. 

The charges paid in London in connection with this consignment were as 
under;— 


Marine Insurance 
Fire Insurance. 
Storage Charges 
Port Rates 
Cartage . 

Claims . 


Messrs. Hall & Jones drew’ a bill on their London agent at thirty days’ sight 
for ;£t 0,000 w’hich was duly honoured at maturity. Prepare an Account Sales of 
the consignment referred to, providing for London agent’s commission at the rate 
of I % on the gross proceeds. 

Record all tlie transactions in the books of the consignee, opening the necessary 
accounts. (Incorporated Accountants.) 

4 . A acts as del credere agent for B. In A’s books, which are made up to June 
30, 19..., you find the following accounts:— 

Consignment Inwards Account. 


To B, 10,000 bales 
,, Cash, Expenses of con¬ 
signment . 

,, Commission. 8% of 
l2,yoo 

,, Bad Debts incurred on 
Consignment Account 


By Sundry Debtors, 5,000 
bales .sold 
,, Balance 


;f6,o66 


/6,o6(> 


To Cash—5,000 bales 

soid . . ,{2,700 

Less Expen.ses 
and Commis- 


By Balance 

,, Consignment Account . 


,, Balance 


Transmitted 


;f5.24(> 
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A asks how these accounts should be treated in his annual accounts, made 
up to June 30, 19... What answer would you give, and what suggestions would 
you make? (Chartered Accountants.) 

5. On May i, 19..., A, of London, ships on consignment to B, of Cape Town, 
for sale by the latter upon A's account, 50 cases of goods invoiced pro forma at 
fio 3 . case. A commission of 3% is payable to B upon sales, and all charges are 
borne by the consignor. 

A pays freight and insurance in London amounting to and draws upon B 
at three months' sight for £^00 against the shipment. 

B sells for cash 10 cases at £12 a case on July i, 19..., 25 cases at ^£13 los., a 
case on July 15, and the balance on July 28 at ;fi3 a case, having accepted A's 
draft on June 1, 19.... He forwards an Account Sales to A on July 16, deducting 
the commission due and charges incurred, such charges amounting to £2'] for 
landing, storage, etc., and remits a draft for the balance. 

You are required to prepare the Account Sales and to show how the transactions 
would appear in the consi^or's books. (Chartered Secretaries.) 

II. Joint Ventures. 

Definition.—A joint adventure is a partnership limited to a par¬ 
ticular trading operation or speculation. Such features of an ordinary 
partnership as firm-name, and continuity of business relationship, are 
absent from a joint venture. The legal relationship between joint 
venturers has not yet been clearly defined, but Lord Eldon once said 
that a joint adventure is as proper a partnership as any other." Each 
adventurer contributes capital in agreed proportions, and shares the 
profit or loss from the adventure in agreed proportions. The close of 
the adventure terminates the partnership relationship. 

Joint adventures usually relate to the purchase and sale of goods, 
but they may, of course, be entered into for speculative purposes, e,g, 
dealing in stocks and shares, or exchange operations, underwriting, etc. 

Book-keeping Treatment.—If a separate set of books is kept for the 
venture, and a separate banking account opened, the natural method of 
book-keeping is precisely similar to that laid dowm for an ordinary 
partnership and no further explanation is necessary. If, as is more 
likely, one or both of the parties is a trader and the venture is merely 
an incidental side line or .special transaction entered into in the course 
of his busine.ss, no special bank account being opened but any receipts 
or payments in the course of the venture being passed through the 
trader's ordinary banking account, somewhat special treatment is 
necessary. 

Where there are only two parties to the venture, two alternative 
methods of treatment arc possible. The first method is to open a 
" Joint Venture Account ” in the form of a memorandum statement, 
outside the double-entry books, from w^hich is determined the total 
profit on the venture and its division between the parties. In the books 
themselves is opened a single account, headed " Joint Venture with X " 
or similarly, and to this account are posted all cash receipts and pay¬ 
ments (and pos.sibly other transactions) affecting the trader in whose 
books the entries are made, the other party's receipts and payments 
being ignored. When the venture is complete and the profit has been 
ascertained the trader's own share of f)rofit (only) is debited to the 
Venture Account and credited to his Profit and Loss Account. Any 
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balance then remaining on the Venture Account then represents a sum 
payable to or receivable from the other party, and on the passing of a 
cheque for the amount in question the account is closed. The Joint 
Venture Account, used in this manner, is theoretically a mixture of a 
nominal account and a personal account: in ])ractice, as can be seen 
from what has been said, it is treated just as though it were a personal 
account. 

Under the second method, two accounts are opened in the books, 
one being a " Joint Venture Account in which are entered all detailed 
transactions of both parties entered into in the course of the venture 
(strictly a nominal account) and the other a personal account headed 
with the name of the other party. If both parties keep books, both 
can keep their records, independentty, by either of the two above 
methods. If there are three parties to the venture, as sometimts 
happens, it will be best if one, at least, of them keeps a bill detailed 
record in his books, using the second method and writing up a separate 
personal account for cacli of the other two parties; otherwise confusion 
is likely to arise. 

If interim accounts for the joint venture are prepared, under the 
first method the goods or other assets in question must be carried down 
as a debit balance on the memorandum Joint Venture Account, thus 
enabling a figure of interim profit to be ascc^rtained. If the goods are 
in the possession of the trader who is preparing the account the amount 
must also be brought down on the Joint Venture Account in the books; 
if, however, they are in the other i^arty's possession this should not be 
done. The interim share of profit can be debited in the Joint Venture 
Account, but it is easily seen that the balance on the account does not 
at this stage represent an amount due l)y one party to the other. 

If interest is computed as between the j<jint venturers, the individual 
Joint Venture Accounts are treated in a similar manner to Accounts 
Current, interest on the items composing the accounts being debited 
or credited at the rate agreed. 

Rules for Joint Venture Accounts Under the First Method. 

(a) Each venturer must open in his books a Joint Venture Account, 
and must treat it as a personal account, d<‘bitiiig all payments, charg<‘S, 
interest, etc., and crediting all receipts and othc^r credit items. 

(b) When the venture is concluded, each venturer must send a copy 
of his personal account to each of his co-venturers. 

(c) From the separate personal accounts, a combined Profit and 
Loss Account must be prepared showing the profit to be received, or 
the loss to be borne, by each venturer. 

(d) The venturers from whom balances an* due must remit those 
balances in cash to those venturers to whom they are due, thus closing 
the respective accounts of all the venturers. 

Illustration.--mack and White: ciitejr into a joint transaction in (.hjvcrn- 
ment surplus stores. Black acquires a million yards of linen at per yard on 
January i, 19..., and pays cash therefor (plus carriage), £25,0-40. It is agreed 
that he shall be allowed ,fioo per month for warehousing charges, office (‘xpenses, 
etc. Wliitc sends Black a bill for £10,000 dated January i, at f month (without 
days of grace). White pays advertising expenses, £500, on February i. Black 
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discounts the l)ill on January 1, discounting charges (to be borne by the ven¬ 
ture) being l Settlement is to be made every 3 months, until completion of 
the venture. Interest, computed in months, is to be taken at h%. Profits or 
Losses are to be shared: Black, three-fiftlis; White, two-fifths. 

Sales were as follows - 

3 inoiilhs to March 31 : Black, 200,000 yd., /10,000. 

White, 300,000 yd., /i6,875. 

Kacli party collected the ca.sh for tlieir own sales; the due date of the 
receipts may be taken as March 1 in each case. 

3 months to June 30th : iilack, 150.000 yd., £6,502. 

White, 350,000 yd., 17,500. 

Due date in each case May i. 

\\'hil<* c harged sundry expenses in the 3 months to March 31, £0n, and for 
the 3 months to Jum* 30th, £75. 

Slock is to be valued at 6c/. per yard. 

l^lack purchased a Motor Delivery van on February 1, at a cost of £500, 
valued as on March 31 at /400. Black agreed to take this van over as on June 
30, at a valuation of £200. 

Xoi(\~ In the illustration, the accounts of the joint venture in the books 
of Black and of White arc ruled off at March 31 and June 30, to indicate the 
entries imulc in the acc:ounts before and after the coinbinecl Joint Venture 
Aircount has been ]irc])ared. 

riie solution of tho illustration, using the first method, is set out on 

J37-J59. If the second method is used, the Joint Venture Account, 
as set out in ineinoraiuluni form on p. 259, will appear as an actual 
acrounl in the books of either Black or White (or both, according to 
whether it is the books of Black, or White, that are in question), though 
the postings and the wording used against the various entries wall differ 
slightly and the sales by Black (a cash posting in Black's books but a 
po.sting to Black’s ]K*r.sonal account in White's, and vice versa) must be 
shown sejxirately from the sales by White. In Black’s books, however, 

instead of the “ Joint WMiture with White " set out on p. 257 there 

will upjiear a ]H*rsonal account with White as set out on p. 254; and 

conversely, in White’s books, instead of the account on p. 258 there 

will a[)pear a personal account with Black as set out on p. 255. 

'I'wo ]>oints arising in this illustration are worthy of particular note. 

(1) File tr(\itment in each solution of the unsold stock and the 
motor van at the date when an interim balance is struck. It should 
be noted that in eacli case the provisional settlement between the parties 
is on the basis that these* as.sets are being financed by Black. It is 
assumed that this is as agreed ; of course, it need not necessarily be so. 
In real transactions each case* would have to be dealt with according to 
whatever agreement was reached. In the second method of solution 
the basis assumed results in a credit balance equal to the amount in¬ 
volved being carried down on Black’s personal account in White's 
books. In iilack's books, on the other hand, there is a (debit) balance 
on the Joint Venture Account only, and no balance appears on White's 
account after the provisional cash settlement. This corresponds to 
recognition of the fact that the assets in question are treated as the 
jjroperty of, or as being financed by, Black. 

(2) 1 'he treatment of interest. Under either method, if aU interest 
(whether debit or credit) is posted to interest account, a result will be 
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White’s Books (Second Method). 
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shown which is correct from the point of view of double entry. It 
should be recognised, howex^r, that so far as such interest charges 
appear in the Joint Venture Account (that is, all of them except interest 
on direct payments by one party to the other) they rej^resent interest 
on the capital temporarily employed in the venture and the balance, 
which must necessarily be represented by a debit in the Joint Venture 
Account, goes to reduce the apparent divisible profit on the venture. 
It thus really represents an appropriation of part of the profit on the 
venture, exactly like interest on partner’s capital in an ordinary partner¬ 
ship. It will be instructive to analyse the result from the point of view 
of one of the partners (say l^lack) in the foregoing illustration. The 
entries in Black’s interest account mav be summarised thus:— 


Mar. 31 l-'roiii Wniuic Account 
: Froni White . 


Juno 30 From Wnture .\«'couni . 
: F'lum White . 


Total credit balance 


and Black’s total share of profit, including interest, will lx*: 

Mar. 31 Share nf profit por \ tuiluro A<‘ttaint 
I Interest (as above) 

June 30 Share of protil per \'entme At'ctiunl 
Interest ..... 


If the trader in question (Black in this case) e*nters into more than 
one venture during the year, or if profits are ascertained (as in the 
illustration) at interim dates before the final close of the venture, it will 
be advisable to open a Profit on Joint Ventures Account ” to which 
all such profits are posted in the first instance, and it will be informative 
if all interest charged in connection with the ventures is posted also to 
the same account. If this method were followed in the illustration the 
balance shown on the account would clearly be £14,833 J 2 .s. 5^/., as 
computed above. 

EXAMINATION yUKSTlONS. 

I. Baker and Brown are partners in a joint venture in connection with a 
cargo of goods ottered by Stone & Co., <jii the basis that Baker is to buy and sell, 
and for such services, reccrive 5% of the net profits, if any; the remaining profits, 
or the loss, to be divided as to Baker four-sevenths and Brown three-sevenths. 


L ‘ 

d. 


5 . d. 

; I 

2^2 ; 12 

0 

ft 

S,oh4 

U' 0 

0,0 It; II 

I.Z0 7 

h 

‘>,74^4 

18 ; II 




ilili .•) 


I 


TVbil. 


Cmlit. 


(cifdit). 


i. s. ' d. 
134 ■ 7 1 t‘ 

Io<; 1 o; o 


/ .S', i 

3S7 : I 0 

' H4 . 7 “ ■ 


I 7 ' tv O' 


240 ; »-i 5 i 

/24O ‘ T2' 5 


: O' o 
i/.'S • O 


t ir«) o 0 
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JOINT ADVENTURE IN LINEN. 

Memorandum statement only, not forming part of the double entry in the books of either Black or MTiite. 
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26o higher BOOK-KEEPING AND ACCOUNTS 

The following are the transactions: lo... May i. llouglit from Stone & Co., 
Croods T.6o. /6o,ooo; May 2, Urown handed to linker, 45,000; May 4, Paid 
Stone & Co., on account, /b.ooo: Mav o. Parker J^ros., jiaul on account, ;^io.ooo; 
May 10, Sold Goods to Parker Bros.. K. jo, 1^5.000 ; May 1 1, Sold Cioods to Rivers 
& Co T 30 /33,ooo- Parker Bros, returned daniaf’eil j;ootls. l.i, ]Ma\ 

J5, Sold (loods to Uivers & Co.. T.o, /ii.ooo; May Keceived from Parker 
Bros., /13.750; Mav 27, Paid Stone iV ('o.. j i2,oo.>; .May -’.s. ^old for Ca^i, T..-, 
/750; Received from Rivers & Co., 4 .|.|,ooo: May 30. Paid Stone iV ( o., /.(2.000 ; 
Out of Pockets charged by Baker, ^.100; May 3c Baker jiaid Bio.vn lialanci: due 
to him. 

Make the necessary entries in Baker's books and pn pare a general sl«'iteini‘nt 
showing the result of the venture- l>ook-kttj\')s.) 

2. Black and Wliite entered into partnership upon ecjual terms as t(^ protits or 
losses of the venture, for tlie juirpose of perfecting an invention with a view to its 
sale to a Syndicate. No int<*rest was to be paid uj)on 1‘artneTs’ ('a])ital }>rior lo 
division of results. Black contributed /.ioo and White /130 to cover tht‘ cost of 
experiments. White giving his personal serv ices witht>ut salary. 

I’pon the conij)letion of tlie necessary ex]>eriments the purcha.si's aiul (‘xjK'iises 
were found to have amounted to £47^. Black then advanc'd a further /50, and 
White paid £22 for I’atcnt fees. etc. 

The inv'ention was sold by them to a Syndirat(‘ for /1,000 in cash, which was 
paid to them, and 1,000 fully ])aid shares i>f £i each in tlie Syndicate, and the.se 
were duly allotted. 

Upon dissolving the partnership. Whit<‘ arranged to take over the stock of 
materials at an agreed valuation of £30, and undertf)ok to dischargi^ outstanding 
liabilities (if any). Black con.seiited to take over the /1,000 fully f'aid shares at 
an agreed valuation of /30. 

I’repare the accounts necessary upon the dissoluli(,>n of jiarlneiship. {I\oyaI 
Society of Arts.) 

3. Mr. John Black and Mr. Kdw'ard Thonij>Sf>n agrei* to import Svvt'dish 
timber into this country. On May 1, 10..., they opt*n a Banking Account under 
the style of “ Black Sc Thompson " for /j,4oo, towards whicli John Pdack contri¬ 
butes 1,400 an<l Kdward Thompson /i,ooo, they diviiiiug profits or I<.*sses fro rata 
to their cash contributions (say, se\’en-twelfths and tive-twelftlis res]»(‘etively). 
They remit to their agent in Sweden £i,^oo to pay for the timber piirehased out 
there, and, later on, a further /loo in .settlement of Ids a<'Count. d'he b'reight, 
Insurance, and Dock Charges are all paid on this side, and, together, anunint to 
/400. On December 31, u> ... the various sales have realist.-d /j,..}oo net, whicli 
enables them to repay themselves (taking no account of interest) the cash re¬ 
spectively advanced by them on May i, lo... The vi nture is tlu-n clo.sed ]>y 
John Black taking over the balance of timlK-r unsoM h;r /3fio, and for which he 
pays a cheque into the JSaiiking Account. How much Cash Balance does this 
hiave fur final divisitui by way of profit, and bow is llie same apportioned between 
John Black and Kdward Thompson as their respective shan^ of yirofit thus realised 
on the venture ? {Jnstituie of Hankers.) 

4. Brown and Jones engage in a joint spei ulation in timber, the former b<‘ing 

in Ru.ssia and the latter in England. A banking account in their joint names is 
opened on February 10, iq... Brown pays in /500 arul Jones £bho. 'I'he follow¬ 
ing are the transactions: 10... February 15, Bought cargo in Riga from D. 
Sandherr valued ,(032, k'.ss discount at 5*^',,. /(>oo S.s. ; Accej)te<l Saiidlu'rr’s draft 
at 3 m/d, ;f0oo 8.s; February 17, J*aid expenses loading at Riga, £28 ()d. \ 

Paid freight to Hull, 175. \ Marcli 23, Sold Robinson logs, i8i'.; 

Keceiv'ed cash, less 5%, Xi.57 '^d.\ March 24, fiought from M. Reiinaiin for 

cash cargo of timber, net /93.3 ; April 29, Paid shipping t;}iargi‘S and freight, £2 13 ; 
April 24, Sold M. Johnson deals, net ^337; Received Ids acc<*ptance at 2 months, 
;i337I 17. '^<j 1<1 J. James cargo jiureJiased from Reimann, net £^,2^)0\ Re¬ 

ceived his acceptance at i month, /i,2bo; June 30, Stock, balance of Sandherr’s 
cargo, valued at £311. On June 30 the speculation was closed by Jones taking 
over the stock at the agreed value of /311, less 10%. Adjust the accounts as 
between the partners at June 30, 19..., allowing interest 011 the amounts deposited 
at 5°o- 



Chapter IX 


LIMITED COMPANIES 
Company Formation 

[Note .—All R-'fcrences an; to the Companies Act, 19*18 unless otherwise 
stated.] 

The trading records of Incorporated Companies, whatever the particular 
business carried on, are })recisely the same as those of sole traders, or 
partners conducting similar businesses. Apart, however, from the 
usual commercial books of account, there are, in the case of companies, 
certain books and registers which need to be specially considered. 
Some of these books and registers are obligatory under statute, while 
others, as will be explained later, are convenient in use and save time. 

Definition. - An Incorporated Company consists of a body of persons 
united for certain dehnite purposes under royal or legislative 
sanction, in sucli manner that tliey form a corpf)rate body, t.e. an 
entity recognised in law as a distinct legal personality capable of 
holding property in its own right, of incurring obligations, and of 
suing and b(;ing sued in its own name. Subject to its Memorandum 
and Articles of Association, a Limited C’ompany has the same con¬ 
tractual powers as a firm or private person. 

Methods of Incorporation. Companies may be incorporated in one 
of three ways, viz. by 

(^/) Royal Charter ,—This method is, nowadays, rarely adopted 
except in the ca.se of companies formed for Colonial development. 
The East India Company (iboo) and The Hudson's V>'dy Company 
(i()7o) were incorporated under Royal Charter. A modern example 
is The British South Africa ('oinpany {1889). 

(/;) Special Act of ParUameut. —The Bank of England (1694) and 
such undertakings as the British Railways afford examples of this 
mode of incorporation. 

(c) Re^htration under “ The Companies Acts,''* 

As on December 31, 1949, there were on the Register 12,075 Public 
Companies, having an aggregate paid-up capital of £ 3,854,000,000 and 
231,482 private companies having an aggregate paid-up capital of 
^2,094,000.000. 'Fhe total paid-up capital of all companies was thus 
slightly under 000,000,000. 

* 'I'he fir.st of tlu; Company Acts of Parliament was pas.sed in the year 1844. 
In 1855, the principle of limiting the liability of the members of a joint-stock 
company incorporated by n'gistration was introduced. The first great Company 
C'on.solidation Act was passed in 1802. From that date up to the year 1908 some 

2bl 
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Kinds of Incorporated Companies.—There are three classes of In- 

corporated Companies, viz,: - 

(a) Companies limited by Shares. 

(b) Companit>s limited by guarantee (with or without a share 
capital). 

(c) Companies the liability of whose members is unUmtied (with 
or without a share capital). 

In class tp) the Memorandum of Association limits the liability of 
the members to the definite amount which each undertakes to contri¬ 
bute to the assets in the event of the liquidation of the company while 
he is a member, or wfithin one year of his having ceased to be a member 
(S. 2 [3]). In class (c) no limit is attached to the liability of the 
members. Both these classes, (b) and (c). are quite unsuitable for 
commercial undertakings, and arc so seldom met with that no further 
consideration will be given to them in this volume. It is with the 
formation and administration of companies limited by shares, class (a), 
that this and the succeeding chapters are concerned, for the vast 
majority of incorporated companies in existence to-day are so limited. 

Advantages of Registration.—Registration as a Company confers 
many advantages not possessed by a firm or sole trader. Registration 
facilitates the raising of fresh capital, increases financial resources, and 
so enhances credit, expedites extensions and amalgamations, and 
permits arrangements to be made for employees to acquire an interest 
in the business. The death or bankruptcy of members does not affect 
a company’s existence, neither does the transfer of its shares from one 
person to another. Doubtless, however, the most popular advantage 
is the limitation of the liability of the members with the ensuing 
protection of their personal estates. Briefly stated, no member of a 
company limited by shares can be called upon to contribute any sum 
beyond the nominal value of the shares he has agreed to take. When 
once he has paid the full nominal value of the shares for which he has 
subscribed, he is entirely relieved from any further claim to contribute 
towards the company’s liabilities. He may lose the capital he has 
invested should the company fail, but no matter how involved in debt 
the company may become the amount of his subscription to the capital 
fund marks the limit of his liability.* 


sixteen amending Acts were passed. The provisions of those Acts, known as 
"The Companies Acts, 1862-1908," were, with additions and amendments, re¬ 
enacted in the great Consolidation Statute of 1908. Three further amending 
Acts were passed which, with the Act of 1908, were known as " The Companies 
Acts, 1908-1917." In 1928 an important amending act came into force and 
was quickly followed by the Companies Act, 1929: this was a consolidating Act 
combining the new provisions of the 192S Act with the earlier legislation. In 
1947 came the Companies Act, 1947, which introduced a number of new provisions, 
many of which were of great importance. Before these provisions actually took 
effect, however (with a few exceptions), the whole of the existing legislation 
(including all the provisions of the Act of 1947) was consolidated by the Companies 
Act, 1948, and this came into full force on July i, 1948. 

♦ The liability of the members of a limited company carrying on the business 
of banking, and issuing notes, is, in respect of the note issue, unlimited. 
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Illustration .—On April i. Rayon d’Or, Ltd., offered for public subscription 
100,000 ordinary shares of £1 each, payable as to 5s. per share on application, 
5s. per share on allotment, and los. per share on May i. On April 2, George 
Dickson sent in an application for 100 shares together with his cheque for 
(5s. per share application money). On April 5, the 100 shares were allotted to 
him, and on the day following he forwarded a further £^2^ (5s. per share allot¬ 
ment money). On May i, he forwarded £yy, being the filial call of 105. per 
share. George Dickson's liability on the dates mentioned was as follows:— 

April 3. £y^, i.e. £100 less £2^ application money paid. 

April 6. £fiO, i.e. ^75 less £2$ allotment money paid. 

May I. Nil, the balance of £^o having then been paid. 

However unfortunate the history of Rayon d'Or, Ltd., may subsequently prove 
to be, no further claim can be made against George Dickson, since he has paid 
for his 100 shares in full. 


The only events in which the shareholders* liability may become 
unlimited are:— 

(a) If at any time the number of members of a company is 
reduced, in the case of a j>rivate company, below two, or, in the 
case of any other company, below seven, and it carries on business 
for more than six months while the number is so reduced, every 
member of the company during the time that it so carries on business 
after those six months who is cognisant of the fact of the reduction 
in membership below two or seven as the case may be shall be 
severally liable for the payment of the whole debts of the company 
coniracted during that time (S. 32). 

(b) Under S. 202, the liability of directors, managers, or managing 
directors ma}^ be unlimited if so provided by the memorandum—a 
seldom-used provision. 

The idea, at one time prevalent, that registration as a limited 
company would adversely affect the credit of the undertaking has 
largely died out. There is no doubt that in earlier days dishonest 
people converted their businesses into limited companies in order to 
escape their liabilities. Usually, the consideration money took the 
form of debentures, and the claims of unsecured creditors were thus 
defeated. In several cases, e.f;. In re Hirth [1899] and In re Goldburg 
[1912], such schemes were held to be fraudulent conversions, or acts 
of bankruptcy, and the practice was killed. Registration places 
information at the disposal of the public through the documents filed * 
at Bush House, and a solvent business gains rather than loses the 
confidence of its creditors from the easy access to the filed documents. 

Company Contrasted with Firm.—It may be useful to set out in 
tabular form the main distinctions between a company limited by 
shares and a partnership. 

♦ The \vord " filed " is employed to mean “ delivered to the Registrar of 
Companies for registration.” 
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Partnership. 

(a) The partners in a firm are indi¬ 
viduals acting together in partnership 
as they may mutuallj’ agree amongst 
themselves, or, in the absence of agree¬ 
ment, in accordance with the Partner¬ 
ship Act, iSoo, or agreement may be 
implied by a course of dealing. If they 
so desire, partners may vary the terms 
of the Act in certain respects. The 
capital of a tirm may be increased or 
decreased by agreement between the 
partners, or by trading gains or losses. 
A firm is not in England a separate 
entity, although in Scotland it is. The 
members of a partnership may not 
exceed twenty in number, and if the 
business carried on be banking they 
may not exceed ten. 

(b) The liability of a partner (except 
a limited partner) is co-ext(?nsive with 
the whole of his property. Every 
partner in a firm is jointly liable wdtli 
his co-partners (in Scotland severally 
also) for all the debts and obligations 
of the firm incurred while he is a 
partner. Judgment obtained against 
a firm is judgment again.st all the 
partners of the firm jointly. 

(c) All partners (except limited part¬ 
ners) can take part in the management 
of the business of the firm; and all 
have access to its books. A partner 
can bind the firm and his co-partners 
so long as he acts w’ithin the ordinary 
scope of the business, or within the 
special authority delegated to him by 
his co-partners. He is an agent of the 
firm and his co-partners for the pur¬ 
poses of the business of the partnership. 
A limited partner, h(nvever, can only 
" advise," for, if he takes any part in 
the management of the business, he 
becomes liable as a general partner. 


(d) A partner cannot, except by 
agreement with his co-partners, sub¬ 
stitute another partner for himself. A 
limited partner, however, cannot pre¬ 
vent a general partner from transferring 
his share. The death, bankruptcy, or 
retirement of a partner (where these 
events do not result in the winding-up 
of the partnership), or the bringing in 
of a new partner, has the effect of 
creating a new' firm. 


lAmited Company. 

(a) A company is a legal entity in 
itself, distinct from the members wiio 
hold shares in it. It is governed by 
the Act of 1948, which it cannot over¬ 
ride. Its powers arc determined by its 
jVlemoranduin of Association, and can 
bo altered only by sanction of the Court. 
Its capital is fixed by its Memorandum, 
and cannot be altered except under the 
powders conferred by Statute. There 
is no limit to the number of share¬ 
holders (except in private companies), 
but the statutory minimum number of 
shareholders must be maintained, i.e. 
seven in a public and tw'o in a private 
company. 


(h) The liability of a shareholder is 
limited to the amount which he has 
agreed to contribute to the cai>ital of 
the company, and when he has paid 
that amount to the company, no 
further liability attaches to" him. 
judgment against a company is not 
judgment against the shareholders indi¬ 
vidually, but against the company in 
its corporate capacity. 

(c) .A shareholder has no pow'er to 
bind the company, or to bind his co- 
shareholders ; nor has he any right to 
take part in the management of the 
company, or to inspect its books, except 
as may be allow ed by the Articles. The 
conduct of a company's business de¬ 
volves upon the I^irectors. The acts 
of the Directors are governed by the 
Articles of the company, and these 
cannot be altered except bv special 
resolution passed by the shareholders 
in general meeting. A shareholder's 
influence is confined to his vote on the 
occasion of ordinary or extraordinary 
general meetings convened by the 
Directors, or in certain ca.ses provided 
by Statute, by the members them¬ 
selves, if the directors default in calling 
such meetings. 

{d) .\ shareholder can transfer his 
shares as he jdeases. subject to the 
Articles of As.sociation, which, in the 
case of a private company, must restrict 
transfers. No matter wdiat changes 
may occur in the personnel of the 
shareholders of a company, the cor¬ 
poration remains tlie same entity. 
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(e) A limited company must annually 
appoint auditors, and must hold certain 
meetings. 

(/) Companies arc bound by their 
Memorandum and Articles, and though 
the latter may be varied there are some 
things not allowed, e.g. the company 
may not buy its own shares. 

(g) A limited company must keep 
proper books of account, and prepare 
a Profit and Loss (or Income and Kx- 
pcnditiirc) Account and Balance Sheet 
every year. Severe penalties attach to 
default in this respect. 

(/f) A limited company can be 
brought to an end only by being struck 
oh tlie Kegister by order of the Court 
or wlicre it has ceased to function, or 
by being wound up by the Statutory 
T^rocess. 

Statutory (or Parliamentary) Company. —These companies are 
(|uitc distinct from (ompanies incorporated under the Companies 
Acts. The5^ are incorporated by Acts of Parliament specially passed 
for the regulation of certain classes of tntorprises, the majority of 
which are formed for the purpose of undertaking work of a public 
character. They are not required to add tlie \vord Limited to 
their names, and arc not bound to j^ermit inspection of their share 
registers as (.)tlu!r Companies are. But they must keep open for 
in.spection without charge a Sliarcholders’ Address Book. Table A 
does not apply to these companies, which are governed by the some¬ 
what antiejuated regulations contained in the various Companies 
('laiLses C'oMsolidatinn Acts, 1845-1 iSqq, so far as the special acts of the 
undertakings do not exclude or modify them. 

Forming a Company. —Any sei'en or more persons may combine to 
fonn and register a public company; any two or more may form and 
register a private company. 

No partnersliip of more than ten persons shall be formed to carry 
on the business of banking unless it is incorporated (S. 429); and no 
partnership of more than twenty persons shall be formed for carrying 
on any other biisine.ss that has for its object the acquisition of gain 
unless it is incorporated, or is a company engaged in working mines 
within the Stannaries [mines in Devon and Cornwall], and subject to 
the jurisdiction of the court exercising the Stannaries jurisdiction 
434 )* 

If a company continues to trade after its membership has fallen 
below seven in tlie case of a public company and two in the case of a 
private company, penalties attach to the remaining members, and the 
company may be wound up (S. 222 [d)). 

Usual Procedure in Formation of Company .—The usual steps in the 
formation of a public company limited by shares are to prepare: 
(i) The Memorandum of Association, and the Articles of Association. 


(e) It is not obligator}’ on a firm to 
appoint auditors or to liold meetings. 


(/) Partners can make any agn'cment 
they choose, and can vary the terms of 
the partnership wlien and as they 
plea.se. 


(g) 'I'hcre is no Statutory provision 
requiring a partnership to keep books 
of account, altlioiigli it is practically 
essential, anti the failure to keep books 
may be an offence if the firm becomes 
bankrupt, 

(h) A partnership can lie brought to 
an end by agreement at any time. 
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(2) The preliminary contracts. (3) A statement of the nominal capital. 

(4) A list of the persons who have consented to act as directors. 

(5) Where the directors are appointed by the Articles they must, either 

personally or by an agent authorised in writing, sign and file {a) a 
written consent to act as directors, and {h) if they have not signed the 
Memorandum for their qualification shares they must sign a contract 
to take and pay for tlie necessary shares (S. 181). (6) The statutory 

declaration that all the requirements of the Act have been complied 
with. 

All the above documents must be duly signed and stamped and 
lodged with the Registrar of Companies, who, if satisfied that every¬ 
thing is in order, issues, on the second official day after the fees 
and duties are paid, a certificate that the company is incorporated 
and is limited. Prom the date of incorporation mentioned in the 
certificate, the subscribers to the Memorandum, and all other persons 
who may from time to time become members of the company, are 
a body corporate having perpetual succession and a common seal but 
with such liability to contribute to the assets of the company in the 
event of its being wound up as is mentioned in the Act (S. 13). The 
company has also jxiwer to hold lands (S. 14). 

The next step is to obtain the necessary capital. This is effected 
by the preparation and issue of a Prospectus, containing such particulars 
as are required by the Act, inviting the public to subscribe for the 
whole of the company's share capital or debentures, or part thereof. 
The prospectus cannot be issued until a copy signed by each Director 
or proposed Director named therein has been duly filed with the 
Registrar.* 

Should the issue prove successful, t.e, should: {a) the amount 

stated in the Prospectus as the minimum subscription upon which the 
directors may proceed to allotment be taken up by the public, and {h) 
the amount payable on apqdication on each share, which must not l)e 
less than the nominal value of each share, has been paid to and 

received by the company, then the directors may proceed to allotment 
(S. 47 )- 

A public company which docs not issue a prospectus, or which has 
issued a prospectus but has not proceeded to allot any of the shares 
offered to the public for subscription, must at least three days before 
the first allotment of any of its shares or debentures file with the 
Registrar a Statement in Lieu of Prospectus signed by every director or 
proposed director of the company in the form and containing the 
particulars set out in the Fifth Schedule to the Act (S. 48). 

The company having been duly incorporated and the required 
capital havdng been subscribed by the public, ei statutory declaration 
must be filed that: (a) the minimum subscription t has been allotted, 
and that (b) every director has paid to the company in cash the same 

* In order to save time, the pro.spcctus is sometimes registered prior to 
incorporation. 

t The statutory declaration filed by a company which has filed a statement 
in lieu of prospectus does not refer to " minimum subscription," which applies 
only to companies issuing a prospectus. 
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proportion per share on the shares taken or contracted to be taken 
by him for cash as is payable by the public per share on application 
and allotment, or in the case of a public company not issuing a Pros¬ 
pectus on the shares payable in cash. Thereupon, the Registrar shall 
certify that the company is entitled to commence business and the 
certificate shall be conclusive evidence of the fact (S. 109). 

A public company may simultaneously issue both shares and deben¬ 
tures. The provisions as to minimum subscription apply only to a 
first allotment of shares offered to the public for subscription and not 
at all to a debenture issue. But in the case of a second or subsequent 
offer of shares, the amount offered for subscription on each previous 
allotment made within the two preceding years, and the amount actually 
allotted, and the amount, if any, paid on the shares so allotted must be 
stated in the [prospectus (Fourth Schedule, Part I, 6). 

Public Company.—The expression “ Public Company ” occurs no¬ 
where in the Acts, and is not a statutory term: as used in practice it 
simply means any company which is not a “ Private Company,'* and 
all the provisions of the Companies Act apply to all companies except 
in so far as the Act may state as regards particular provisions, that they 
are not to apply to a priv^ate company. Although only seven members 
are necessary to form a public comjpany, the number of members may 
be increased to any extent, so long as the total anjount of the shares 
issued by a company does not (exceed the total capiteal which it is 
authorised to issue by its Memorandum of Association. 

Private Company.—vSection 28 defines a private company as one 
which by its Articles of Association :— 

{a) restricts the right to transfer its shares; and 
[h) limits the ruirnb(u" of its members to fifty, not including 
persons who arc in tht* employment of the company and persons 
who, having been formerly in the employment of the company, 
were while in such employment, and have continued after the deter¬ 
mination of that employment, to be inembe}rs of the company; and 
(r) prohi])it.s any invitation to the public to subscribe for any 
shares or debentures of the company. 

The documents required on registration of a private company are: 
(1) Memorandum, (2) Articles, {3) Statement of Nominal Capital, 
(4) Statutory Declaration. 

Every private company must send with the annual return required 
to be filed under S. 12b, a certificate signed by a director and the 
secretary that the company has not, since the date of the last retuni, 
or in the case of a first return since the date of incorporation, issued 
any invitation to the public to subscribe for any shares or debentures 
of the company: and, where the return of memhers discloses the fact that 
the number of members of the company exceeds fifty, also a certificate 
to certify that such excess consists wholly of persons who are to be 
excluded in reckoning the number of fifty (S. 128), 

Two persons suffice to form a private company in place of the 
seven required for a public company. If a private company alters its 
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Articles so that they no longer include the provisions which constitute 
it a private company, it immediately ceases to be a private company, 
and must file a prospectus or a statement in lieu of prospectus within 
fourteen daj^s of the alteration. (The form of statement in lieu is set 
out in the Third Schedule.) If a private company fails to comply 
with the provisions of its Articles of Association which confer upon it 
the privileges of a j^rivate company it ceases to be entitled to the 
exceptions granted b}" the Act, though, where the f:iilure was in¬ 
advertent, the Court' has power to relieve the company from its 
consequences (S. ^^o). 

Joint holders of shares in a private company count as one person 
(S. 28[2]). 

Private companies are extremely popular, especially in connection 
with ‘‘ family ” businesses, l^y registering such a business as a 
company, the owner can enjoy the advantages of a partnership without 
its attendant risks of unlimited liability. He can admit his employees 
to a share in the business, and can divdde his capital amongst the 
members of his family without disturbing the financial arrangements 
of the business, or burdening the beneficiaries with unlimited liability. 

A private company enjoys certain privileges which are not shared 
by a public company. Exactly what those privileges are depends on 
w'hcther or not the company, in addition to being private," fulfils 
the conditions laid down by the Act for an " Exempt Private Com]xiny " 
(see below). The following exemptions apply to all private companies, 
whether " exempt " or not:— 

(a) It need not file a prospectus or statement in lieu of pros{)ectus 
(S. 48 ( 3 )). 

(/;) It is exempt from the formalities as regards the filing of 
con.sent of the first directors to act (S. 181 (5) (Ij)). 

(c) It is exempt from the restrictions on the commencement of 
business, and can exercise borrowing powders immediately on 
registration (S. 109 (7) (a)). 

(d) It need not hold a " statutory meeting " nor prej)are or 
circulate the " statutory report " (S. T30 (10)). 

(c) It must have at least one, but need not have more than one. 
director, whereas " public " companies must have at least two 
directors (S. 176). (Note that a sole director cannot also act as 
secretary, even in a private company (S. 177).) 

The following privilege, w^hich all private companies enjoyed under 
the 1929 Act, has b(.*en taken away by the 1948 Act from all private 
companies, w^hether exempt or not: under the 1929 Act there was no 
compulsion (though there might of course be, and usually w^as, in the 
case of ordinary .shareholders compulsion under the company's Articles) 
to circulate accounts to the members. The 1948 Act allow^s no such 
exemption, the obligation to forw'ard accounts to all members (even 
those holding preference shares) applies to all companies (S. 158). 

Finally among the privileges enjoyed by exempt private companies 
only, are these two:— 
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(/) They are exempt from filing a Balance Sheet (and annexed 
documents) with the Registrar (S. 129), but instead must file a 
certificate that the conditions of exemption have been complied with. 

(g) It is not illegal (as it is in the case of other companies) for 
an exempt private company to lend money to its director(s) (S. 
190 (i) (a)). 

Exempt Private Company. —An exempt private company is defined 
by the Act as one which complies with the conditions set out in S. 
129 (2) and the Seventh Schedule. S. 129 (2) lays down that the 
number of persons holding debentures in the company must not be 
more than fifty, no body corporate may be a director of the company, 
and there must be no arrangement whereby the policy of the company 
can be determined by persons other than the directors, members, or 
debenture holders. The conditions laid down in the Seventh Schedule 
(to which, however, there are certain exceptions which we will not go 
into here) are that:— 

(1) no body corporate may hold any of the company's shares or 
debentures, and 

(2) no person other than the holder may have any interest in any 
of the company’s shares or debentures. 

The general effect of these provisions is clear enough. They restrict 
the right not to file a Balance Sheet, etc., to companies which are not 
merely “ i)rivate ” in the technical sense used elsewhere in the 
(‘om])anies Act, but are also “ private " in the everyday sense of the 
word. An example may perhaps make the point clearer. Suppose 
that up to (say) June 1949, X, Ltd., was an exempt private company, 
but in that month Y, Ltd. (witli the consent of course of the directors 
of X, Ltd., without whose consent the transfer could not have been 
registered) acquired some shares (or debentures) in X, Ltd. The 
members of Y, Ltd., which we are assuming is a “ public " company, 
have now an interest in X, Ltd., indirect it is true, but nevertheless 
real. Unless the interest of Y, Ltd., in X, Ltd., is large enough to 
give it control, X, Ltd., wall not be a " subsidiar}" " of Y, Ltd. (see 
p. 527), and consolidated accounts will not be prepared. Consequently, 
the only waay in w'hich the acquisition of the shares in X, Ltd., w^oiild 
affect the statutory accounts of Y, Ltd,, w^ould normally be that the 
cost of ac(|ui.sition W’ould be included as an asset in the Balance Sheet 
of Y, Ltd. (either shown separately or possibly grouped with other 
similar assets), and the Profit and Loss Account of Y, Ltd., would 
show any dividends received from X, Ltd. Neither of these figures 
can be relied on as giving any clear indication of the trading results of 
X, Ltd., or its Balance Sheet position at any time, and unless the 
directors of Y, Ltd., like to disclose further information voluntarily 
they could keep their members completely in the dark as to how X, 
Ltd., was doing. The fact that Y, Ltd., has an interest in X, Ltd., 
however, means that X, Ltd., is no longer “ exempt ” and must file 
accounts, which means that though a member of Y, Ltd., does not have 
the accounts of X, Ltd., sent to him automatically as he does the 
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accounts of Y, Ltd., nevertheless, he can inspect them on the file if he 
Ccir6s to do so. 

It may be remarked that if, in the case vv'e have just been consider¬ 
ing, Y, Ltd., is itself an exempt private company and if the total 
number of shareholders in X, Ltd., and LtJ*. together is not more 
than fifty (excluding em])Iuyees and counting joint holders as one), 
then X, Ltd., will itself continue to be an exempt private company. 
This is one of the exceptions referred to on p. 2t)8. 

Memorandum of Association.—This is a company's charter of 
incorporation. It sets forth the conditions on which the company 
exists and defines its objects. All acts exceeding the powers taken 
in the Memorandum are ulfra vires the company. i,e. beyond its powers, 
and are consequently null and void. 

The Memorandum of a company limited by shares must state:— 

(а) The name of the company with “ Limited " as the last word 
in its name. 

(б) Whether the registered office of the company is to be situate 
in England or in Scotland. 

(c) The objects of the company. 

(rf) That the liability of the members is limited. 

(^) The amount of share capital with which the company pro¬ 
poses to be registered, and the division thereof into shares of a fixed 
amount. 

No subscriber to the Memorandum, i.e. the seven or the two signa¬ 
tories, may take less than one share, and each subscriber must write 
opposite to his name the number of shares he takes (S. 2). The 
Memorandum must be stamped as a deed, and be signed by each 
subscriber in the presence of at least one witness who must attest 
the signature (S. 3). 

Name of Company. —S. 17 provides that no company shall be 
registered by a name which in the opinion of the Board of Trade is 
undesirable. This provision differs from the corresponding provision 
(S. 17 also) of the Act of 1929. That section included various specific 
prohibitions, the most important from a practical point of view 
probably being that which prohibited the use of a name identical with 
that of a company already registered or so nearly resembling it as to be 
calculated to deceive. Among words which the Board would ordinarily 
prohibit are " Royal,'* Imperial,*' ** Municipal," or " Chartered.** 
The words “ Red Cross ** cannot be used without the authority of the 
Army Council. Certain other words are also protected by various Acts. 

Any company may, by passing and registering a special resolution 
with the written approval of the Board of Trade thereto, change its 
name (S. 18 [i]). If a company is registered (either originally or on a 
change of name) with a name which in the opinion of the Board of 
Trade too closely resembles the name of another company, the Board 
may, within six months of such registration, direct the company to 
change the name (S. 18 [2]). A new certificate of Incorporation is 
issued upon any change of name taking place. 



LIMITED COMPANIES 


271 

A company must paint or affix its name in letters easily legible 
on the outside of every office or place where it carries on business; 
have its name engraven in legible characters on its seal; mention its 
name in legible characters in all notices and official publications of the 
company, and in all bills of exchange, promissory notes, endorsements, 
cheques, etc., and in all invoices and receipts (S. 108). 

The abbreviation ** Ld.” or Ltd." appears to be legal, but not in 
the Memorandum itself, where the word must be spelt in full. The 
word " Limited " may be dispensed with where it is proved to the 
satisfaction of the Board of Trade that the company is to be formed 
for promoting commerce, art, science, religion, charity, or any other 
useful object, and intends to apply its profits or other income in pro¬ 
moting its objects, and to prohibit the payment of any dividend to its 
members, and the Board of Trade has issued a permissive licence (S. 19). 

Registered Office ,—The Memorandum states the part of Great 
Britain (England or Scotland) where the registered office is situate. 
By S. 107, every company must, as from the day on which it begins to 
carry on business or as from the fourteenth day after the date of its 
incorporation, whichever is earlier, have a registered office to which all 
communications and notices may be addressed, and notice of the situa¬ 
tion of the registered office or any change therein must be given within 
twenty-eight days after the date of incorporation or of any change to 
the Registrar of Companies who must record it. The registered office 
of a company is its official residence where writs may be properly 
served. 

Objects of the Company .—The objects of a cornpimy must be legal, 
i.e. they must not be contrary to public policy or forbidden by Statute. 
A company cannot legally undertake any business other than that 
which by its objects clause it takes power to transact. S. 5 provides 
that the objects clause may be altered by special resolution for certain 
stated purposes, these purposes being to enable it: (a) to carry on its 
biisinc.ss more economically or efficiently; (6) to attain its main 
purpose by new or improved means; (c) to enlarge or change the local 
area of its operations; {d) to carry on some business that may con¬ 
veniently or advantageously be combined with its existing business; 
(c) to restrict or abandon any of its objects; {/) to sell or dispose of the 
whole or any part of its undertaking; (g) to amalgamate with any 
other company or body of persons. In order to avoid unnecessary 
trouble or formalities later it is usual to make the objects clause as 
wide as possible, so as to cover all the business that a company is 
likely to undertake. It is anomalous that, on an alteration under S. 5, 
an amended copy of the Memorandum must be printed for filing, 
although the original may be hand-written or typed. 

Share Capital ,—The amount of capital which a company takes 
power in its Memorandum to issue is known as its nominal, registered, 
or authorised capital. If so authorised by its Articles originally, or 
as altered for the purpose by special resolution, a company may: 
(a) increase its capital; (b) consolidate and divide all or any of its 
share capital into shares of larger amount; (c) convert its paid-up 
shares into stock, and re-convert that stock into paid-up shares of 
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any denomination; (d) sxibdivide its shares, or any of them, into 
shares of smaller amount; (e) cancel shares that have not been taken 
up or agreed to be taken uj), and so diminish its capital the amount 
of the cancelled shai'es (S. 6i). I he powers conferred by S. 6i must 
be exercised bj^ the comj)an\- in general meeting (S. ()i [jj). Usually 
a company takes power in its Articles to do all of these things. 

If so authorised b^^ its Articles originally, or as altered bv' special 
resolution for the }>iirpose, a companv may by special resolution after 
confirmation by the Court reduce its share capital in any ituiy, and in 
particular b\': (a) extinguishing or reducing the liability on any of its 
shares in respect of share capital not paid up; (h) with or without 
extinguishing or reducing liability’ on an\" of its shares, cancel paid-up 
share capital wiiich is lost or unrepresented b\^ a\'ailable assets; (c) with 
or without extinguishing or reducing liability on any of its shares, pay 
off any paid-up share capital which is in excess of the company"\s wants 
(S. 66). A special resolution under S. 66 is called “ a resolution for 
reducing share capital.'" But a cancellation of shares under S. 6t is 
not deemed to be such a resolution (S. ()i [3]). 

Variation of Shareholders’ Rights. —If the Memorandum or Articles 
contain provisions for var\diig the rights of any class of shareholders 
subject to the consent of any specified proportion of the holders of the 
issued shares of that class of the sanction of a resolution passed at a 
separate meeting of the holders of those shares, and at any time the 
rights are so varied, the holders of not less in the aggregate than 15% 
of the issued shares of that class, being ju^rsons w^ho did not consent or 
vote in favour of the resolution for the variation, may ^ipply to the 
Court to have the variation cancelled. The variation cannot then 
take effect until confirmed by the Court, w'hich will examine the circum¬ 
stances, and may disallow' the variation if it thinks it w^oiild unfairty 
prejudice the shareholders of the class. A copy of the order of the 
Court must be filed within fifteen days (S. 72). 

A company mav’ by special resolution determine that any specified 
portion of its share capital not called up shall not be capable of being 
called up except in the event and for the purpose of the company being 
wound up (S. 60). 

Redeemable Preference Sliares and the issue of shares at a discount 
are dealt with on pp. 358 and 390. 

Articles of Association. —These comprise the rules and by-law^s 
which regulate the internal government of a company and its members. 
Both the Acts of 1929 and 1948 contain model sets of Articles, contained 
in the F'irst Schedule in each case, and it should be noted that the two 
sets differ from each other in various respects. A company may adopt 
that table wholly; or adopt it to the extent that it satisfies its require¬ 
ments, framing special articles to meet special needs; or draw up and 
register its own special set of articles. J 5 ut no modified or special 
article may contravene the general law, or conflict with the provisions 
of the Companies Act. If no special Articles are filed, the Memorandum 
must be endorsed Registered without Articles," and in that case every 
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member of the company is bound by Table A. Of course a company's 
articles, whatever they are, are not altered by the passage of a new Act. 
Accordingly, a company which has adopted any or all of the clauses 
of Table A of the 1929 Act will continue after July 1948 to be bound 
by them as they stand, not by any of the clauses of Table A of the 1948 
Act. On the other hand, a company which is registered or adopts fresh 
Articles after July i, 1948, and in its articles refers to or adopts any 
clauses of Table A wall be referring to or adopting clauses of the 
1948 Act, not of the 1929 Act. 

A private company must have articles, since its regulations must 
include restrictions and j)rohibitions which are not contained in Part I 
of Table A. A pri\aite company may, if it wishes, adopt Table A as 
modified by the six Articles contained in Part II; of these six articles 
two are in substitution for the corresponding Articles in Part I, while 
the other four are additional. Part II was first introduced by the 
Act of 1948; there was nothing corresponding in the 1929 Act. 

It is w^orthy of note that, under S. 6, every unlimited and every 
guarantee company (w'ith or w'ithout a share capital) must file articles. 

Tlie Articles and the Memorandum wdien registered bind the 
company in its dealings with members, and each member in dealing 
with the company or w'iih fellow members, just as if each member had 
cox'eiianted to be bound by them, but they do not bind the company or 
its members to non-members of the company. 

Every })erson dealing with a company is deemed to hav^e had notice 
of the contents of its Articles and Memorandum, since these are 
registered and av’ailable for perusal. 

Provided that the acts of a company are within the powers of its 
Memorandum and Articles, a non-member is entitled to assume in 
his dealings with the company that the directors have been properly 
appointed and have acted regularl3^ unless he has had notice actual or 
constructive to the contrary. 

'I he Articles may be read in order to explain any ambiguity in the 
Memorandum, or to supidement the Memorandum with regard to 
points on which that document is silent. Memorandum and Articles 
are wnthin these limits construed together. Where they are incon¬ 
sistent the Memorandum prevails. 

Articles must: {a) be printed, (h) divided into consecutively num- 
l)ered paragraphs, (c) .stamped as a deed, (d) signed by each subscriber 
of the Memorandum in the presence of at least one witness w’'ho must 
attest the signature (S. 9). 

Subject to the provisions of its Memorandum, a comj)any may by 
S})ecial resolution alter or add to its articles, provided the alterations 
or additions do not contravene tlie provisions of the Act (S. 10), or 
the general law, or entail a breach of contract, and are made bona fide, 
and for the benefit of the company as a wdiole. 

A private company must file Articles of Association comprised in 
which must be clauses: {a) restricting the right to transfer its shares, 
(/?) limiting the number of members exclusive of employees and ex¬ 
employees to fifty, (c) prohibiting invitation to the public to subscribe 
for its shares or debentures. A private company may not issue share 
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warrants, for such an issue would defeat the restriction upon the 
transfer of shares. 

A compjiny*s Articles deal, inter alia, with such matters as: (i) De¬ 
finition of terms. (2) Exclusions or modifications of Articles in Table 
A. (3) Regulations as to capital. (4) Payment of underwriting com¬ 
mission. (5) Borrowing powers. (6) Regulations as to the issue of 
shares; lien on shares; calls on shares; transfer and transmission of 
shares; forfeiture of shares; conversion of shares into stock; issue of 
share warrants; rights of the holders of different classes of shares; 
alterations of share capital. (7) General meetings and the proceedings 
thereat. (8) Voting powers of members. (9) The number, remunera¬ 
tion, qualification, and powers and duties of Directors. (10) Affixing 
the company's seal, (ii) The disqualification, rotation, and proceed¬ 
ings of Directors. (12) The declaration and payment of dividends, 
and the provision of resei'\'es. {13) The preparation of the company's 
accounts. (14) Issue of notices by the company. (15) Provisions 
regarding the retiring age of directors (if the company does not wish 
the rules laid down in S. 185 to apply, or desires to modify their 
application). 

A company is bound to send to every member on his request a 
copy of its Memorandum and Articles at a charge not exceeding one 
shilling, and a copy of any Act of Parliament which alters the memor¬ 
andum at a charge not exceeding the published price of that Act (S. 24). 

Prospectus. —The issue of prospectuses is governed by SS. 37-46. 
The expression Prospectus " is defined by S. 455 as meaning any 
prospectus, notice, circular, advertisement, or other invitation, offering 
to the public for subscription or purchase any shares or debentures 
of a company. The common form of these documents, though some¬ 
what abbreviated, is amply illustrated in the xmblic Press, and need 
not be set out here. Their object, of course, is to induce the public to 
take shares or debentures. 

Very great responsibility attaches to all who authorise, or are 
responsible for, the issue of a prospectus. The inclusion of any untrue 
statement gives rise both to civil liability by way of action for damages 
by an aggrieved subscriber for shares or debentures (S. 43), and to 
criminal liability under S. 44. The civil liability is dealt with in more 
detail below, and is an extension of S. 37 of the 1929 Act. Criminal 
liability was not dealt with under the 1929 Act, but before 1948 
criming proceedings could, nevertheless, be taken under S. 84 of the 
Larceny Act, 1861. 

Apart from the obligation not to include untrue statements, it is 
also an offence not to include any information which there is a statutory 
obligation to disclose. The nature of such information, most of which 
is detailed in the Fourth Schedule to the Act, is explained below. 
S, 39 of the 1948 Act, however (which is a new section not correspond¬ 
ing to anything in the 1929 Act), provides that, (a) where the prospectus 
is issued generally (that is to say to persons who are not existing 
members or debenture holders of the company) and (6) application is 
made to a prescribed stock exchange for pemussion to deal, that stock 
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exchange may give a certificate exempting the company from compliance 
with the provisions of S. 38 and the Fourth Schedule. It does not 
seem likely that such exemption will often be given. 

Under S. 43 an action may be brought for damages suffered by reason 
of any untrue statement in a prospectus against {a) every director (at 
the time of issue of the prospectus), (h) every person named as being a 
director or having agreed to become a director, (c) every promoter, and 
(d) every person who hcis authorised the issue of the prospectus. The 
last-mentioned category includes the expert " (normally accountant 
or valuer) responsible for statements in the prospectus; before any such 
statement may aj^pear in the prospectus the expert must give his 
written consent to its inclusion (S. 40), and the prospectus itself must 
include a statement that this consent has been given and not withdrawn, 
S. 43 goes on to lay down the circumstances that will avail each of the 
several categories of persons named as a valid defence against an action 
brought under the section. These are somewhat too complicated and 
detailed to set out in full here; typical provisions are: (i) (applying 
to any pers(nis other than an expert) that the prospectus was issued 
without his knowledge or consent, and that on becoming aware of 
its issue he forthwith gave reasonable public notice of this fact; 
(2) (applicable to an expert) that having given his consent under S. 40 
he withdrew it in writing before delivery of a copy of the prospectus 
for registration, or that after registration but before allotment he with¬ 
drew his consent and gave reasonable public notice of such withdrawal, 
or that he was competent to make the statement and that he had 
reasonable ground to believe and did up to the time of the allotment 
(of the shares or debentures) believe that the statement was true. It 
should be noted that in each case the onus of proving these facts is on 
the defendant: prima facie the mere proof of the untruth of the 
statement complained of renders the director or expert, etc. (as the 
case may be), liable. 

The measure of damages is usually the difference between the true 
value of the shares at the time of allotment and the price paid for them; 
and this, at the highest, may be the full nominal v^ue of the shares. 

Usually, the rights of rescission, and of action for damages at 
common law. or for compensation under S. 43, are capable of exercise 
by original allottees only. 

It should hardly be necessary to remind the professional student 
that if the prospectus contains an accountant's report, the report should 
be based upon the facts and not upon estimates. 

Statutory Requirements ,—^The following statutory requirements must 
be fulfilled':— 

(а) Every prospectus must bear a date, and unless the contrary 
be proved, that date is taken to be the date of publication (S. 37). 

(б) A copy must be signed by every person named therein as a 
director or proposed director and filed with the registrar on or before 
the date of its publication, and a statement that a copy has been 
duly filed must appear on the face of the prospectus. The filed 
copy must have, either endorsed on it, or attached to it, the original 
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of any consent by an expert required by S. 40, and copies of every 
contract required by para. 14 of the Fourth Schedule to be stated 
on the prospectus (see below) (S. 41 [ij). 

(c) E\'erv prospectus must specify ihv following matters, as 
detailed in 'Part I of the Fourth Schedule (the jxiragraphs are 
numbered in accordance with the Schedule);— 

(1) The number of founders* or management or deferred shares 
(if any) and the nature and extent of the interest of the liolders. 

(2) The number of shares (if any) fixetl by the articles as the 
qualification of a director, and any provision in the Articles as to 
the remuneration of the directors/ 

(3) The names, description, and addresses of the directors or 
proposed directors. 

(4) Particulars as to " minimum subscri])tion,’* and if any 
money is to be provided otherwise than out of the proceeds of the 
issue for the purchase of property, preliminary expenses, or work¬ 
ing capital, etc., the source from which such money is to be 
provided. 

(5) The time of opening of the subscription lists. 

(6) The amount payable on application and allotment on each 
share and, in the case of a second or subsequent offer of shares, 
the amount offered for suhscriptiun on each previous allotment 
made within the two preceding years, and the amounts actually 
allotted and paid on such shares. 

(7) Statutory particulars regarding shares or debentures under 
option. 

(8) Particulars regarding any shares or debentures issued or 
agreed to be issued, during the two preceding years, for a considera¬ 
tion other than cash, 

(9) As regards any property purchased or proposed to be 
purchased wholly or partly out of the proceeds of the issue, or 
the purchase of which has not been completed at the date of issue 
of the prospectus (other than property acquired in the ordinary 
course of business): (a) the names and addresses of the vendors, 
(b) the amount payable to the vendor in cash, shares, or debentures, 
and (c) short particulars of any transaction relating to the property 
completed within the two preceding years in which any director 
or promoter of the company had any interest. 

(10) The amount, if any, paid or payable as purchase money 
in cash, shares, or debentures for any property mentioned in (9), 
specifying the amount, if any, payable for goodwill. 

(11) The amount, if any, paid or payable during the two 
preceding years for under-writing commission on any shares or 
debentures of the company. 

(12) The estimated amount of preliminary expenses and the 
persons to whom any such exp)enses are paid or payable, also the 
amount of the estimated expenses of the present issue and the 
person (s) by whom such expenses arc paid or payable. 

(13) Any amount paid or payable within the preceding two 
years to any promoter, and the consideration for such payment. 
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(14) The dates of, parties to, and general nature of every 
material contract (other than a contract entered into in the 
ordinary course of business) entered into within the two preceding 
years. 

(15) The names and addresses of the auditors, if any, of the 
company. 

(16) Full particulars of the nature and extent of the interest 
of every director in the promotion of, or the property proposed to 
be acquired by, the company. 

(17) If the prospectus invited subscription for shares and the 
capital of the company is divided into different classes of shares, 
the voting, capital, and dividend rights of each class of shares. 

(18) If the business of the company, or the business to be 
acquired, has been carried on for less than three years, the length 
of time during which such business has been carried on. 

{li) Part TI of the Fourth Schedule specifies the following reports 
to be set out: 

(iq) (rt) A report by the company's auditors on the profits and 
losses, assets, and liabilities, as follows:— 

If the company has no subsidiaries, the profits and losses of 
the company for each of the five financial years immediately 
preceding the issuer of the prospectus, and the assets and liabilities 
at the last date to which the company's accounts were made up. 

If the company has subsidiaries, either particulars as to profits 
and losses as above and also similar particulars regarding the 
subsidiaries (so far as they concern the company, i.e, excluding 
minority interests) cither individually for each subsidiary or in 
total, or consolidated profit and loss figures for the group; and, as 
regards assets and liabilities, particulars regarding the company's 
own assets and liabilities as eibove and either the consolidated 
assets and liabilities of the group or the individual assets and 
liabilities of each subsidiary. 

(20) If the proceeds, or part of the proceeds, of the issue is to 
be applied to purchase any business, a report by accountants 
(who must be named in the prospectus) on: {a) the profits and 
losses of the business for each of the five years preceding the issue 
of the prospectus, and (b) the assets and liabilities of the business 
at the last date to which the accounts of the business have been 
made up. 

(21) If the proceeds, or part of the proceeds, is to be applied 
in the purchase of shares in another company, particulars as in 
(20) regarding the profits and losses, assets, and liabilities of that 
company, and in addition the report must show how the profits 
or losses of that company (including its subsidiaries if any) would 
have concerned members of the company issuing the prospectus 
and what allowance in relation to assets and liabilities would have 
had to be made for holders of other shares {i.e, shares not acquired) 
if the company issuing the prospectus had held the shares in 
question during the period dealt with. 
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(e) Part III of the Fourth Schedule contains certain definitions 
and provisions modifying the provisions of Parts I and II in particular 
cases, e.g. 

{22) Paragraplis 2, 3, 12 (so far as it relates to preliminary 
expenses), and 16 are not to apply to a prospectus issued more 
than two years after the company is entitled to commence business. 

(27) If the company, or the business to be ac(}iiired, has been 
carrying on business for less than fiv'e years, the number of years 
to be covered b3^ the reports under ( k )) and (20) are reduced 
accordingly. 

(28) if there has, during the period of five (or less) vears to be 
covered b3’ the reports under (19) or (20) been an alteration in the 
accounting date, any greater or less period than a year between 
two consecutive accounting dates shall be treated as a financial 
year.” 

(29) The statutor\’ reports are eif/ier to indicate by way of 
note an3’ adjustments considered necessary by the person making 
the report or to make the adjustments and indicate that they 
have been made. 

(30) This paragraph la3"s down rules as to the qualification of 
an accountant called on to make the reports called for by Part II. 

It should be noted that if application is being sought for the shares 
or debentures to be quoted or dealt in on a stock exchange, the pros¬ 
pectus must give particulars comphdng not onU^ with the rules laid 
down by the Act as above, but also with anv conditions which may bo 
laid dowm by the council of the stock exchange concemetl. These 
conditions rna^^ in some respects, be more stringent than those laid 
down by the Act. As an instance of this, the London Stock Exchange 
requires that the reports of past profits shall deal with the figures of 
the past ten 3^ears, as against the five 3^ears called for by the Act. 

Statement in Lieu of Prospectus. —Public companies which do not 
issue a prospectus must, under S. 48, file with the registrar a Statement 
in Lieu of Prospectus in the form and containing tlie particulars set 
out in the Fifth Schedule of the Act of 1948. Briefly stated, the 
requirements of this document are similar to those required for the 
prospectus itself, viz. nominal share capital and the classes of shares 
into which it is subdivided; names, descriptions, and addresses of the 
directors; voting, capital, and dividend rights of the several classes of 
shares; number and amount of shares and debentures issued as fully 
or partly paid otherwise than in cash, and the consideration therefor; 
names and addresses of vendors, and the amount in cash, shares, or 
debentures payable to each, specifying, separately, the amount (if 
any) payable for goodwill; amount payable for underwriting or other 
commission for subscribing or procuring subscriptions for shares or 
debentures of the company or the rate of the commission; number of 
shares, if any, which persons have agreed for a commission to subscribe 
absolutely; estimated amount of preliminary expenses, amount paid 
or intended to be paid to any promoter, and the consideration therefor; 
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dates of and parties to every material contract, and time and place 
when and where the contracts or copies of them can be inspected; 
names and addresses of the auditors (if any); particulars of the nature 
and extent of the interest of every director in the promotion of, or in 
the property to be acquired by, the company; if it is proposed to 
acquire any business, the amount, as certified by the auditors of that 
business, of the net profits for each of the last five financial years, or 
such less period as the business has been carried on. 

A somewhat similar " Statement in Lieu of Prospectus must, 
under S. 30, be filed by a company which has hitherto been a private 
company but has now ceased to be one. Since a private company 
must include in its Articles certain clauses which are inconsistent with 
its being a public company, it can become a public company legally 
only by altering those Articles, and S. 30 provides that as soon as a 
company so alters its Articles it shall forthwith cease to be a private 
company and must within a period of fourteen days thereafter deliver 
to the registrar the Statement in Lieu of Prospectus in the form set out 
in the Third Schedule. 

Promoter. —The person who does the preliminary work in the 
flotation of a company and sets it going is called the “ promoter,'* 
The term Promoter " is a term not of law but of business, summing 
up in a single word a number of business operations, familiar to the 
commercial world, by which a company is brought into existence. He 
secures, c.g, a contract to acquire the business or property which the 
company is to take over, attends to the preparation of Memorandum 
and Articles; to finance; and to registration of the company. 

A promoter stands in a fiduciary position towards the company, 
and may not make any secret profit for himself out of the promotion, or 
otherwise benefit himself at the expense of the company. He must 
disclose to the company every material fact that the company has a 
right to know. Action will lie against a promoter who has made a 
secret profit, the measure of damages being the amount of that profit 
less reasonable expenses incurred in connection therewith. 

Preliminary Contracts.— These are agreements entered into prior to 
the formation of a company between vendors of property to be acquired 
by the company and the company itself, or with an agent acting for 
the company. The company is not bound by such agreements until 
the directors have adopted them by entering into a new contract based 
upon new consideration after the company has been incorporated. 
And until that has been done the company cannot sue the vendors. 
An agent acting for the company is personally bound by such agree¬ 
ments, and, usually, he protects himself by taking power in the agree¬ 
ment to rescind them should the company not be incorporated, or not 
proceed to allotment within a reasonable time. 

Preliminary Expenses. —These comprise, inter alia, the cost of 
preparing and printing the Memorandum, the Articles, and the Pros¬ 
pectus, and of circulating and advertising the Prospectus; the cost 
of registering the company and the statutory documents, together with 
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fees and stamp duties payable thereon; the cost of drawing up the 
preliminary contracts and stamp duties thereon; cost of printing 
and stamping debentures (if any) and of share certificates and letters 
of allotment; cost of the seal and original books of the company; 
and (separately stated) the amount paid or payable to any promoter, 
and for underwriting commission; law costs in connection with all or 
any of these matters. Preliminary^ expenses are not allowed as a 
charge against profits for income-tax purposes, except expenditure 
incurred in purchasing books of account, stationery, the company’s 
seal, and the like. 

The promoter usuiilly undertakes liability for these exiM^nses in the 
first place, and looks to the company to relieve him of it, after in¬ 
corporation. But vendors acting also as promoters not infrequently 
undertake to defray these expenses out of the jnirchase consideration 
received by them from the company. In order to make his own position 
secure a promoter must take care that he is in a position to compel 
the company as soon as it is incorporated to enter into a binding agree¬ 
ment to discharge these expenses. An agreement made prior to in¬ 
corporation by a company cannot be ratified. A new agreement based 
upon new consideration * must be entered into by the company after 
incorporation. Where a company does not proceed to allotment, the 
promoter is personally liable for the preliminary expenses, excc'pt in so 
far as he has contracted out of this liability, c.g. with printers, etc. 

Vendor.— Part III, Fourth Schedule (23) defines a vendor as every 
person who has entered into any contract, absolute or conditional, for 
the sale or purchase, or for any option of purchase, of any property to 
be acquired by the company, in any case where:— 

(a) the purchase money is not fully paid at the date of the issue 
of the prospectus; 

(b) the purchase money is to be paid or satisfied wholly or in 
part out of the proceeds ojf the issue offered for subscription by the 
prospectus; 

(c) the contract depends for its validity or fulfilment on the 
result of that issue. 

Where a company is to take property on lease, the lessor is a vendor, 
and the purchase money is the consideration for the lease. 

It is not necessary to state in the prospectus the names and addresses 
of every vendor or sub-vendor, and the amount, whether it be in cash, 
shares, or debentures, which each is to receive, provided the property 
acquired is paid for in cash prior to the issue of the prospectus, but 
even then there is a duty to disclose such contracts in the prospectus, 
if they are material contracts; to state the dates and the parties to 
them, and a reasonable time and place at which they (or copies) may 
be inspected. 

* It is usual to bring in this new consideration by including preliminary 
expenses with property being transferred, or by the promoter making payment 
of the preliminary expenses part of a contract for continuing services with the 
company. But it is usual for the company’s objects to include the payment of 
the preliminary expenses, and the need for the new agreement does not then arise. 
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Directors. —The persons appointed to manage the affairs of a 
company on behalf of the general body of shareholders are called the 
Directors or, collectively, The Board of Directors, or, shortly, The Board. 
Every public company registered after October 31, 1929, must have at 
least two directors (S. 176), and every company registered on or before 
that date, and every private company must have a director. Up to 
July 1, 1948, it was possible for a private company to have no director 
at all, and the author actually knew of a company where this was the 
case. 

Directors may be appointed by {a) the signatories to the Memoran¬ 
dum, (b) the Articles, (c) the directors themselves, in the case of a 
vacancy, (d) the members in general meeting, (e) a third party em¬ 
powered by the Articles to appoint. Frequently, the Articles state that 
the llrst directors of the compan^^ shall be appointed by the signatories 
to the Memorandum. If that be so, a formal letter is signed by all 
the signatories, or by a majority, if power is so given by the Articles, 
appointing certain persons as directors. 'I'his document should be 
pasted in the Minute Book. 

I'he directors* powers and duties are defined, and their remunera¬ 
tion is fixed, by the Articles. Every director must qualify himself 
within two months of appointment by acquiring the number of shares 
fixed by the Articles as to the qualification of a director (S. 182). The 
Articles of most companies fix the minimum number of shares which 
each director must hold. However, subject to the Articles, a director 
need not be a member of the company. Clause 66 of Table A under 
the 1929 Act provided that a director should hold at least one share, 
but clause 77 of the new 'I'able A under the 1948 Act is different: it 
runs ** The shareholding qualification for directors may be fixed by 
the company in general meeting, and unless and until so fixed no 
qualification shall be required.*' A person cannot be appointed a 
director by the Articles, and must not be named as a director or proposed 
director in a prospectus issued by or on behalf of the company or in a 
statement in lieu of prospectus filed by or on behalf of the company 
unless he has by himself or his agent authorised in writing, signed and 
filed a written consent to act and either:— 

(i) signed the memorandum for a number of shares not less than 

his qualification, if any; or 

(ii) taken from the company and paid or agreed to pay for his 

qualification shares, if any; or 

(iii) signed and filed a contract to take from the company and pay 

for his qualification shares, if any; or 

(iv) made and filed a statutory declaration to the effect that the 

requisite shares are registered in his name (S. 181). 

A director who is required to hold qualification shares must obtain 
them within two months of the date of his appointment (or such 
shorter time, if any, as may be fixed by the Articles). If he does not 
obtain them within the time allowed, or if having obtained them he 
subsequently ceases to hold them, he ceases to be a director (S. 182). 

K 
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Besides the ordinary supervision of the commercial activities of the 
company, the directors* duties include: the issue of capital; allotment 
of shares; making of calls; forfeiture of shares; passing of transfers; 
issue of certificates; issue of debentures; calling of meetings; ensuring 
that proper accounts are kept; recommendation of dividends, etc. 

Directors are special agents of the company, but they do not incur 
personal liability on any contracts they may enter into if they act 
within their authority and the powers of the company. It would 
appear from the decision in Lagtmas Nitrate Co. v. Lagunas Nitrate 
Syndicate, 1S99, that directors incur no personal liability for mistakes 
and errors of judgment, if they act within their powers, and honestly, 
iuid with reasonable care, unless the mistake was in a business sense 
culpable or gross.** Every director must disclose to the I 3 oard the 
nature of his interest in any contract or proposed contract. This can 
be done b}^ giving a general notice that he is a member of a specified 
company or firm (S. 199). 

It is illegal for any payment to be made to a director by w^ay of 
compensation for loss of office without the proposed payment being 
first disclosed to the members and approved by them (SS. 191 and 
192). Under the 1929 Act (S. 150) this prohibition related only to loss 
of office in connection with the transfer of the whole or part of the 
undertaking, w’hen the compensation would normally be j^aid by the 
company taking over the undertaking. This provision of the 1929 
Act is re-enacted by S. 392 of the 1946 Act, while S. 191 of the 1948 
Act, which extends the prohibition to compensation under all circum¬ 
stances, is new: the result of the extension is to include cases where 
the compensation is pa 37 able by the compan^^ in question itself. The 
office of director c^m be assigned onlj" when approved by special 
resolution (S. 204). The Articles usually provide that a proportion of 
the directors shall retire annually, and either be re-elected, or their 
places be filled by other directors appointed by the members in general 
meeting, the Board having power to fill casual vacancies. An un¬ 
discharged bankrupt can act as director only with the leave of the 
court (S. 187). 

Every company registered after November 22, 1916, every foreign 
company’ establi.shing a place of busine.ss in Great Britain, and every 
company registered under the Moneylenders Act, 1927, must disclose 
on its notepaper, and in trade catalogues, circulars, etc., the name of 
every director, and his nationality if he is not British, and his former 
nationality if his nationality is not the nationality of origin. 

Since July i, 194<S, it has been illegal for a company to pay its 
directors any remuneration “free of income lax** (S. 189). The 
prohibition over-rules any provision there may be in the company's 
articles (of whatever dale), and any contract or article (other than as 
mentioned below) which provides for a stated amount of remuneration 
to be paid “ free of tax *' must be construed as providing for the pay¬ 
ment of the same amount “gross,** that is subject to tax. This 
exception relates to any contract (but not a provision in the company*s 
articles **) which was in force on July 18, 1945, and which makes 
express provision for remuneration to be paid free of tax. 
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Before July i, 1948, a provision of this nature in the company's 
articles was valid. 

Managing Director ,—^The majority of companies take power in 
their Articles to appoint one (or more) of their number as Managing 
Director(s) and to fix his or their remuneration. In such cases some 
of the duties of the Board are frequently delegated to the Managing 
Director(s). It is also usual to provide that, while such managing 
directors continue in office, they shall not need to come up for re- 
election in order of rotation as do the other directors. 

Age Limit of Directors. —The Act of 1948 introduced a number of 
provisions having no counterpart in the Act of 1929. The more 
important of these provisions, which apply to all public companies, 
and to private companies which are themselves subsidiaries of public 
companies, are as follows:— 

(1) Except as provided, no one can be appointed a director after 
reaching the age of seventy years. 

(2) Except as provided, a director must retire at the next annual 
general meeting after he reaches the age of seventy. 

(3) The last-mentioned provision is not to apply to a director 
who was in office on July i, 1948, until the third annual general 
meeting after that date. 

(4) The first two provisions are not to apply if the appointment 
is made by the compaiiy in general meeting after special notice has 
been given stating the age of the director in question. 

(5) If a company's existing articles already contain provision for 
the retirement of directors under an age limit, the provisions in 
S. 185 are not to apply to directors subject to the provisions of the 
articles. I'urther, any cornpimy may alter its articles (after the 
commencement of the Act) so as to prevent the application of the 
Act. 

S. 186 contains provisions compelling any director who is over the 
age limit to disclose his age and specifying a penalty (up to £5 a day) 
for non-compliance. 

Common Seal and Contracts.— The common seal with the company's 
name engraved thereon in legible characters, which, by S. 108, a 
company is bound to keep, is the company's official signature. It is 
impressed upon all share and debenture certificates, and upon all 
contracts, which, if entered into between private persons, would have 
to be in writing and executed under seal. The Articles usually provide 
that the seal shall be affixed in the presence of two dirtjctors and the 
secretary of the company, and that after affixation the document shall 
be signed by them. It is usual to keep a register of sealed documents. 
I'he use of the seal is safeguarded by its being kept under lock and key. 

Contracts which if made between private persons must by law be 
in writing and signed but need not be under seal, must in the case of 
companies be in writing, and signed by someone acting under its express 
or implied authority. Contracts which between private persons may 
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be made by parol (orally) may in the case of companies be made by 
parol by any authorised person (S. 32). 

Official Seal for Use Abroad.— A company whose objects require or 
comprise the transaction of business in foreign countries may, if 
authorised by its articles, have for use in any territory, district, or 
place not situate in the United Kingdom, an official seal, which must 
be a facsimile of the common seal, with the addition on its face of 
ev’^ery territory, district, or place w'here it is to be used. By writing 
under its common seal, tlie compiany can authorise any person appointed 
for the purpose to affix the official seal to any deed or other document 
to which the company is party in that territory, district, or place. 
The authority of such agent as between the company and any persons 
dealing with the agent continues during the period mentioned in the 
instrument conferring the authority, or if no period is mentioned, until 
notice of the revocation has been given to the person dealing with him. 
The agent must, by WTiting under his hand, certify on the deed or 
other document, the date and place of affixing the official seal. Any 
deed or other document so sealed and certified binds the company as 
if sealed with the common seal (S. 35). 

Underwriting. —In these daj’^s, few public companies are formed 
without the whole or part of the capital issue having been previously 
underwritten. This term means that certain persons termed Ihuier- 
writers have entered into a contract with the company to subscribe 
for any shares or debentures which are not taken up by the public, 
in consideration for which the company undertakes to pay to them 
a commission termed Underwriting Commission, UnderwTiting com¬ 
missions vary from 1% to 10%, according to the risk attaching to 
the issue, and may be paid in cash or by w^ay of fully paid shares. 
Payment of underwriting commission is, practically, an insurance to 
secure the success of a capital issue. 

It is a common practice to sell the whole issue of shares or debentures 
to a financial house, termed an Issuing House, w^hich, in turn, offers the 
shares or debentures to the public. The Issuing House can then 
make an “ offer for sale,'" In this event a document by whicli the 
offer for sale is made is to be considered as a prospectus, and all the 
rules regarding the issue of a prospectus by the company apph^ (S. 45). 
It is prima facie evidence that the allotment to the issuing house was 
made with a view to the shares or debentures being offered to the 
public if it is shown that an offer to the jmblic actually was made 
within six months after the date of allotment, or that at the date of 
the offer the whole of the consideration money had not been received 
by the company (S. 45 [2]). 

The payment of underw^riting commission is ultra vires unless it is 
authorised by the Articles and disclosed in the Prospectus or Statement 
in Lieu, and the rate paid does not exceed the rate authorised by the 
articles (which must not exceed 10%) (S. 53). ITie amount so paid 
must be separately stated in the Balance Sheet, or so much thereof as 
has not been written off, until the whole has been written off (Eighth 
Schedule, Part I, para. 3). 
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Illustration. —A. B. undertakes to underwrite the whole of an issue of 
10,000 ordinary shares to be issued by Blanks, Ltd. The public subscribe for 
5,000 shares only. Under his agreement, therefore, A. B. must take up the 
balance of 5,000 shares. 

An underwriter is only responsible pro rata. Thus if the share issue of 
Blanks, I.td., was ;f5o,ooo, and A. B. agreed to underwTite half the issue, and 
the public subscribed for ^40,000, then A. B. would be relieved to the extent 
of ;f20,ooo. and would have to subscribe for £5,000 only, unless his agreement 
provided otherwise. 

Underwriters frequently place a portion of the risk assumed by 
them with otliers, termed Sub-Underwriters, with whom they share 
their commission. In such cases the underwriters are usually paid an 
additional Overriding Commission of small amount. 

The cost of the underwriting may be borne by the promoter. If 
so, it does not concern the company. Hut if the company bears the 
cost, a separate account must be opened for underwriting commission. 
Since the Eighth Schedule requires the balance of this account, so far 
as it is not written off, to be separately disclosed in the Balance Sheet, 
it cannot be carried to a Preliminary Expenses Account. 

Illustration. Hlank.s, Ltd., enter in an agreement with the X. Y. Promoting 
Syndicate, Ltd., to underwrite an issue of 50,000 of their ordinary shares of 
£i each for an underwriting commission of 4% and an overriding commission 
of X %. The Syndicate underwrites 20,000 of tlie issue, and places the balance 
of /3o,o<)o on sub-underwriting terms with A, B, (', and D. The commission 
payable will be as follows:— 

X. y. Promotinj^ Syndicate, £ s. d. 

Underwriting Commission, and Overriding Com¬ 
mission on /2o,ooo (i,e. 5% in all) .... t,ooo o o 

I‘Jo Overriding Commission on /3o,ooo, sub-underwu itten 

with A, B, C, and D . . . . . . . 300 o o 

1,300 o o 

A, rt, C, and D, 

4% on £50,000 sub-underwritten ..... 1,200 o o 

Total commission payable .... £2,500 o o 


The subject of underwriting and sub-underwriting has become 
somewhat complicated, and the student who wishes to pursue the 
subject further is referred to the author's Accounting, pp. 124-126. 

Brokerage,” Brokerage is distinct from underwriting commission, 
but examination candidates often confuse the two. Underwriting 
commission may be paid only under the conditions named above, but 
brokerage may be paid by any company. The offer to pay brokerage 
appears in most prospectuses. Its payment is recognised by S. 53 [3], 
and is within the power of limited companies [Metropolitan Coal 
Consumers* Association v. Scrimgeour, [1895]). It consists of a small 
.sum, e.g. ^d. per share, paid to stockbrokers and others for placing 
shares with their clients. The brokers send copies of the prospectus, 
with their rubber stamp on the application form, to their clients. If 
shares are allotted to the api:)licants on these forms, the brokers must 
be credited with the brokerage due to them, and Preliminary Expenses 
Account be debited with a like amount. The brokerage is not required. 
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like underwriting commission, to be separately stated in the Balance 
Sheet. 

The rate of brokerage paid must be ‘‘ reasonable/' e.g, in the 
Meiropolitaji, etc,, case (supra) 2i% was held to be reasonable. 

Auditors. —The auditors of a company are officers of the company 
in so far as audit of the company's accounts is concerned (Limdon and 
General Bank, [1895]; Kingston Cotton Mill Co,, Ltd., [1896]). They 
are also agents for the shareholders. 

Every-' company must at each annual general meeting ajipoint an 
auditor or auditors to hold office until the next annual general meeting. 
If no resolution is passed the retiring auditor is reappointed auto¬ 
matically (S. 159 [2]). (This is a new provision introduced for the 
first time, by the 1948 Act). The remuneration of the auditors is either 
fixed by the company in general meeting or in such manner as the 
company in general meeting may determine" (S. 159 [7]); the last 
expression covers the quite common case where the members authorise 
the directors to settle the fee \rith the auditors. Ihiless, however, the 
members fix the fee themselves the amount must be disclosed in the 
Profit and Loss Account (Eighth Schedule, Part 1 , para. i;]). If no 
auditor is appointed, the Board of Trade, on the aj^plication of any 
member, may appoint an auditor and fix his remuneration (S. 150 [3]). 
The following persons cannot act as auditor:— 

(a) a director or officer of the company; 

(b) except where the company is a private company, a partner or 

employee of an officer of the company; 

(c) a body corporate (S. 133). 

But the first auditors of the company may l)e appointed before 
the first annual general meeting by the directors, who may hx their 
remuneration. These hold office until the first annual general meet¬ 
ing, unless they are previously removed by resolution of the share¬ 
holders in general meeting. If they are so removed the shareholders 
at that meeting may appoint others in their place. 'Fhe directors may 
fill any ca.sual vacancy in the office of auditor, but while there is a 
vacancy the continuing auditors (if any) may act (S. 159 [ 61 ). 

If it is desired to nominate for appointment as auditor at an 
annual general meeting any person other than a retiring auditor or 
providing ex])ressly that the retiring auditor shall not be reappointed 
(i.e. without naming a successor) " special notice " is required (S. 160 
[i]); the special notice must be given to the company not less than 
tw^enty-eight days before the meeting (S. 142), and the company must 
give to the members the Setme notice of the resolution as it gives of the 
meeting it.self (twenty-one days). Notice must also be given to the 
retiring auditor, who may reply by making representations in writing 
to the company (of reasonable length) and requesting their notification 
to the members. If, either because the representations are not 
received in time or because of the company's default, the auditor's 
representations are not sent to the members he may require them to 
be read out at the meeting. 

The auditor has at all reasonable times right of access to the books, 
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accounts, and vouchers of the company, and he may require directors 
and other officers of the company to furnish him with such information 
and explanations as he may require (S. 162 [2]). No article which 
attempts to limit or interfere with the rights of an auditor is valid 
[Newton v. Birmingham Small Arms Co,, Ltd., [1906]). 

The auditor must make a report to the shareholders on the accounts 
examined by him and on every Balance Sheet laid before the company 
in general meeting. A copy of this report must be attached to every 
such Balance Sheet. I'he report must be read at the annual general 
meeting. In it the auditor must state: (i) whether he has obtained 
all the information and explanations which to the best of his belief 
were necessary for the purposes of his audit; (2) whether, in his opinion 
proper books of account have been kept by the company, so far as 
appears from his examination of those books, and proper returns 
adequate for the purposes of his audit have been received from branches 
not visited by him; (3) whether the company’s Balance Sheet and 
Profit and Loss Account dealt with by the report are in agreement with 
the books of account and returns; and (4) w^helher, in his opinion and 
to the best of his information eind according to the explanations given 
him, the said accounts give the information required by the Act in 
the manner so requin^d and give a fair view [a) in the case of the 
Balance Sheet, of the state of the company's affairs at the end of its 
financial year, and (6) in the case of the Profit and Loss Account, of the 
profit or loss for its financial year (S. 162 [i] and Ninth Schedule). 
In the case of a holding company w^hich submits group accounts, the 
auditor’s report must also cover the group accounts in a somewhat 
similar manner, but we need not here go into the detailed requirements 
of the Ninth Schedule in that connection. 

The auditors are entitled to attend any general meeting of the 
company and to receive* all notices of any general meeting which any 
member of the company is entitled to receive and to be heard at any 
general meeting which they attend on any part of the business of the 
meeting which concerns tliem as auditors (S. 162 f4j). 

Every company must, not less than twenty-one days before a 
meeting at wiiich tlie accounts are to be laid before the members, send 
a copy of the accounts, including the auditors’ report, to every member 
(wheth(*r or not he is entitled to receive notices of meetings) and ever3’ 
debenture holder (S. 158). This now applies even to private companies, 
which was not the case under the 1929 Act: further, the 1948 Act 
extended the time during w^hich the accounts must be in the members' 
hands, which was previously seven days. 

A typical auditors' report under the 1948 Act, where the company 
is not a holding company and there arc no matters regarding which the 
auditors wish to comment adversely, might run as follow\s:— 

Rfpokt of the Auditors to the Members of Blanks, Ltd. 

We have obtained all the information and explanations which to 
the best of our knowledge and belief were necessary for the purposes 
of our audit. In our opinion proper books of account have been 
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kept by the company so far as appears from our examination of 
those books. We have examined the above Balance Sheet and the 
annexed Profit and Loss Account, which are in agreement with tlie 
books of account. In our opinion and to the best of our information 
and according to the explanations given to us, the said accounts give 
the information required by the Companies Act, 1948, in the manner 
so required, and the Balance Sheet gives a true and fair view of the 
state of the company’s affairs as at December 31, 1949, and the 
Profit and Loss Account gives a true and fair view of the j)rofit for 
the year ended on that date. 

Auditors are not responsible for the mctliod of j^resenting a com¬ 
pany's accounts; neither can they dictate the form tln^se accounts 
shall take. But they can decline to certify accounts which, in the 
form presented, are in their opinion misleading. The accounts are 
the accounts of the Directors, and only for grave reasons have the 
auditors power to interfere with the form of their presentation. The 
auditors must report wherein the accounts do not conform with the 
Act, and, in particular, with S. 197 (see p. 491). 

The duties of auditors cannot be dealt with at length in this place. 
Brief extracts from the {/ic/d of British judges may, however, l>e usefully 
quoted:— 

“ His business is to ascertain an<i state the true tinaiicial position of the 
company at the time of the audit, and his duty is confined to that.” (London 
and General Bank, Lid., [icSg5i,) 

” Auditors of a limited company arc bound to know, or make themselves 
acquainted with, their duties under thf^ articles of the company whose accounts 
they are appointed to audit and under tlie Companies Acts.” (Re(public of 
Bolivia Exploration Syndicate, Ltd.) 

” That it is the duty of a company’s auditor in general to satisfy himself 
that the securities of the com]>any in fact exist and are in safe custody cannot, 
I think, be gainsaid. , , . Tlie duty of the auditor is to verify the facts which 
it is proposed to state in the balance sheet, and in doing so to use reasonable 
and ordinary skill.” (City Equitable Eire Insurance Co., Ltd.) 

” It is no part of an auditor’s duty to take stock. . . . He must rely on 
other people for details of the stock-in-trade on hand.” (Kingston Cotton Mill 
Co., Ltd., [i8y6] ) 

** It is the duty of an auditor to bring to bear upon (his) work . . . tliat 
skill, care, and caution which a reasonably competent, careful, and cautious 
auditor would use. What is reasonable . . . depends upon the circumstances 
of each case. . . . .Auditors must not be made liable for not tracking out 
ingenious and carefully laid schemes of fraud, when there is nothing to arouse 
their suspicion, and when those frauds are perpetrated by tried servants of the 
company and are undetected for years by the directors.” (Kingston Cotton 
Mill Co., Ltd., i‘i8q6].) 

An auditor ... is bound to make a reasonable and prnpv.r investigation 
of the accounts and of tlic stock sheets so far as he can, and if a reasonable 
and prudent man would have come to the conclusion that there was sometJiing 
wrong, then it is his duty to call the attention of his employers to it, and in 
that consideration he is entitled to take into account the fact that the documents 
are vouched for by trusted servants of his employers. . . . They are entitled 
to rely on the certificate of the managers. ... It was their duty to a certain 
extent to examine the accuracy of the certificate.” ” Although it is quite 
clear that it is not the duty of an auditor to take stock, one cannot say that it 
may not be his duty to call attention to suspicious items appearing in the stock 
sheets. (Mead v. Dali, Baker 6- Co.) 
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The Secretary. —The office of secretary is made statutory for the 
first time by the Act of 1948. Every company must now have a 
secretary (even a private company) (S. 177). Generally speaking, the 
duties of the secretary will be such as the directors may delegate to 
him, but he must in any event sign the annual return (together with a 
director) and certify that the accompanying Balance Sheet with 
annexed documents (including the auditor's report) are true copies. 
The normal (non-statutory) duties of a secretary are described below. 
Theni is nothing to prevent a director acting also as secretary provided 
that he is not a sole director (S. 177 [1]): in that event the secretary 
must be a different person. 

The secretary is an agent of the company for the particular duties 
he is deputed to jicrform, and the executive officer of the Directors, to 
whom he is responsible. It is his duty to ensure that the Directors* 
instructions are jiassed on to, and carried out by, the staff. He must 
see that the company fulfils all legal requirements, and that the 
provisions of the Memorandum and Articles are complied with. In 
particular, it is his duty to conduct the general correspondence of the 
company; to pro})are the agenda for directors* and general meetings, 
and to record accurate minutes of the p^roceedings at these meetings; 
to see that the statistical books are properly kept; to satisfy himself 
that transfers are in order before bringing them before the directors to 
be passed; and (usually) to sign or countersign all cheques, share 
certificates, dividend warrants, and similar documents, after having 
previously verified tliem before sealing and/or signature by the directors. 

Subscription List.—I he prospectus inviting })ul)lic subscription to 
the company’s capital issues having been circulated, the next step is to 
prepare the Suhscriplion List, This usually takes the form of separate 
Application and Allotment Sheets for the different classes of shares, 
suitnbly ruled to record the necessary particulars. The prospectus 
usually includes a printed Application Form. 'I'his is filled in by the 
applicant, and sent, together with the amount payable per share on 
apjfiication, to the company’s bankers. A specimen Application and 
Allotment Sheet, and an Application Form, are shown on pp. 292-293. 

1'he prospectus must state the period during which the subscription 
list will remain open. There is no statutory limit as to duration. It 
was at one time the usual practice to leave the list open for several 
days, very often three: it is common now, especially where the issue 
is expected to be a popular one and over-subscribed, for the list to be 
open for five minutes only, usually from “ lo.o to 10.5 a.m.” When 
the list has been closed, the application forms are handed over by the 
bankers to the company. These should be numbered and checked with 
the Bank l^ass Book, from which, in due course, the Shareholders* 
Cash Book is written up. In many cases it is more expeditious to add 
a column to the Application Book (or sheets) for use as a Shareholders* 
Cash Book. The Allotment Sheets are prepared from these materials 
for the consideration of the Directors, who allot the shares at their 
discretion. This proceeding is known as going to allotment. Frequently 
preference is given to those applicants likely to prove most useful to 
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the company as customers or otherwise. Where an issue is over¬ 
subscribed the shares applied for cannot all be allotted, and a formula 
has to be devised for determining which applications to accept {in whole 
or in part) and which to reject. The devising of such a formula is 
entirely a question of policy for the directors to determine, in con¬ 
junction, should they so wish, with any proposal by the “ issuing 
house/' should one be employed. Common variations are: (i) the 
complete rejection of all aj)plications for small amounts (say for less 
than 500 shares); (2) the partial acceptance of all applications in part, 
according to a formula, e.g. all applicants for between 100 and 500 shares 
to be allotted 100, applicants for bt‘tween 500 and 1000 shares to be 
allotted 200, and so on (possible variations arc legion); (3) (often used 
where the over-subscription is ver3' heavy’ indeed) a recluction of the 
list b\’ one of the above methods coiiy)led with a ballot, applicants who 
are unlucky in the ballot getting nothing; (4) acceptance in full of all 
small applications, up to a determined limit, coupled with a greater or 
less " scaling down *’ of larger applications. The last method is most 
popular with shares of retail-trading concerns, where it is thought 
that having a large number of small shareholders, rather than a less 
number of larger ones, tends to increase the number of customers who 
do business with the concern. Another point, often taken into con¬ 
sideration where over-subscription is heavy, is the desirability^ of 
allotting shares to genuine investors who wish to hold tluun, w^hile 
rejecting applications from stags/' who merelv" intend to S('ll out at 
a profit as soon as they can : this, however, is a difficult problem, 
probably incapable of complete solution. 

When a portion of the capital of a company remains unissued, the 
directors have pow’er, either under the Articles, or after a special resolu¬ 
tion has been passed, to i.ssue the balance of shares whenever it may 
seem expedient to do so in the interests of the compan\\ But they 
must recogiiLsc their fiduciary position as directors, and act bona fide 
in the interests of the company as a whole. 'I'hey may not, for example, 
issue the shares in order that they^ themselves or their friends may 
take them up and obtain control of the undertaking {Cook v. Barry, 
Henry, (! 6 ^Cook, Ltd., [1923]) or prevent another person from becoming 
a director. 

i’he act of allotment, which is duly' recorded in the Minutes, 
signifies the acceptance by the Directors of the offers of the applicants 
to take shares, and the contract is complete as .soon as the allotment 
letter is posted. 

No allotment can take place unless the minimum subscription 
(if any’) has been .secured, and the application moneys, which must 
not be less than 5% of the nominal value of the shares, have been 
received by^ the company. 

Letter of Regret.— When no allotment of shares is made to an 
applicant, a letter of regret, together with a cheque returning the 
application money, is sent to him. A record of every such transaction 
is made on the Application Sheets. Such a letter is illustrated on 
P- 295. 
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Return of Allotments. —Within one month of the completion of 
allotment, or within one month of any subsequent allotment, a return, 
bearing a 5s. stamp, must be hied with the Registrar in order to satisfy 
the requirements of S. 52 of the Act. The front page of this return 
is reproduced on p. 294, the other pages consist of a list of the names, 
addresses, and descriptions of the allottees with the number and class 
of shares held by them. 

Allotment Letters. —After allotment has been made, an Allotment 
Letter is sent to each successful applicant. These documents must 
be stamped with id. if under £5, and with 6 d. if over that amount. 
The posting of an allotment letter completes the contract to take shares 
as between the company and the applicmit. An applicant may with¬ 
draw his application at any time prior to the posting of the letter, 
but not afterwards, unless he can prove misrepresentation in the 
prospectus or other irregularity entitling him to be relieved of his 
contract. An allotment letter is illustrated on p. 296. 

Calls.—The prospectus of a new issue usually states the dates on 
which further instalments of the purchase price of shares are to be 
paid. I'^or example, The ordinary shares of £1 each shall be payable 
as follows: upon application, 2s. bd.\ upon allotment, 5s.; on 
October 25, 5.S.; on November 25, 75. (yd.” It is, however, not at all 
uncommon, especially where, as is very customary in recent years, the 
shari's are of low denominations (say is. or 2s.) for the whole amount 
due on the share to be payable in one sum on application: this is 
equally th(‘ case where the shares are offered at a premium. 

If no dates are specified, these instalments are payable at the dis¬ 
cretion c^f the Directors after they have given due notice of the call, 
usually fourteen days or more. Under Table A and, as a rule, under 
special articles, no single call may exceed 25% of the nominal value 
of the share, and calls are made at intervals of two months. (Under 
Table A the iiitervjil must be at least one month.) Shares with an 
uncalled liability attached to them arc not popular, except, perhaps, 
in the case of bank shares. Calls are specialty debts, and are there¬ 
fore not statute barred until after the lapse of twenty years. It would 
appear that calls must be made on the subscribers to the Memorandum. 
Apparently they are not liable to pay for th(nr shares until calls have 
been made upon them [Alexander v. Automatic Telephone Co.). A 
specimen call notice a}>pcars on p. 297. 

Making a Call. —When the Directors have passed the necessary 
resolution making a call, a Call List should be prepared in the form 
appearing on page 298. 

Large companies open a separate banking account and a subsidiary^ 
Cash Book for each call in the manner already described in the case of 
application and allotment moneys. In the financial books, a journal 
entry is made debiting the Call Account and crediting Share Capital 
Account with the total amount of the call. When the cash received 
has been posted to the credit of Call Account, the balance (if any) that 
remains will represent unpaid calls. 


[Continued at foot of p. 297. 
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(Form of Application for Shares with Receipt Form.) 

RAYON D’OR, LIMITED. 

(Incorporated under the Companies Act, 1948.) 

To THE Directors of Rayon d'Or. Ltd. 

Gentlemen, 

Having paid to your Bankers, the National Provincial Bank. Ltd., 
the sum of ii ‘ , being a deposit of 2s. Od. per share 

on . shares, whicli 1 hereby apply for, I request that you 

will allot to me such shares, upon the terms of the Company's 
Memorandum and Articles of Association and the prospectus issued 
by you and dated . 19... 

1 hereby undertake to accept such shares, or any less number 
you may allot to me, and I authorise you to place my name on the 
Register of Members of the Company in respect of the shares allotted 
to me. 

Signature of Applicant . 

Name (in full). 

Address 

Occupation 

(A lady should state whether Spinster, Wife, or Widow.) 

Date . 10 - 

- - -...- ( Perforation.) - .. 

(Flankers’ Receipt, to be detached and returned by Bankers.) 

Rayon d’Or, Limited. 

Received this . day of . iq... of M . 

. the sum of . biung 25. bd. per share upon . 

shares applied for in the above Company. 

For the National Provincial Bank, Ltd. 


Stamp. I 

j Cashier 

The receipt must be preserved by the applicant, to be exchanged in due course 
for the share certificate. 
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bearing the initials of 
the directors or other 
applications which need ; 
special consideration. 
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Number of Company 


[Form No. 45.] 


THE COMPANIES ACT, 1948. 

RETURN OF ALLOTMENTS 

OF 


. LIMITED. 


from the 1. day of., 19 , 

to the.day of.,19 , 



A Cdinpaiiies 
Ke^'i^tration 
Fee Stamp 
of ss. 
must be 
impressed 
here. 


Made pursuant to Section 52. Sub-section 1, of the Companies Act, 1948. 
(To be delivered to the Registrar of Companies within one month after the Allotment is made.) 



Is 

o 


cC.S 

.5i£ o 


♦Number of the . Shares allotted payable in (‘ash 

♦Number of the . Shares allotted payable in CasJj 

♦Nominal Amount of the . Shares so allotted . • i- 

♦Nominal Amount of the . Shares so allotted . . £. 


♦Amount paid or due and payable on each such.Share £ 

♦Amount paid or due and payable on each such. Share £. 

Number of Shares allotted for a considcratitm otber than Cash 
Nominal Amount of the Shares so allotted . . . • 

Amount to be treated as paid on each such Share . • £< 


The consideration for which such Shares have been allotted is as follows:— 


t Note. —In making a return of Allotments it is to be noted that— 

1. When a return includes several Allotments made on different dates, the 
dates of only the first and last of such Allotments should be entered at the 
toj) of this page, and the registration of the return should be effected 
within one montli of the hrst date. 

2. WTien a return related to one Allotment only, made on one particular 
date, that date only should be inserted and the spaces for the second date 
struck out and the word “ made *’ substituted for the word “ from " after 
the name of the Company. 
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{Letter of Regret.) 


Directors: 
(Names) 


I Enclosure. 


Rayon d'Or, Ltd., 

962 Finsbury Circus, 
London, E.C. 

January 14, 19,.. 


Sir (or Madam), 

I am instructed by the Directors of the above Company to express 
regret that they are unable to allot any shares to you in response to your applica¬ 
tion of. 

Enclosed I have pleasure in handing you a cheque for £ being 

the amount paid by you on application. 

Kindly sign the receipt attached at the foot hereof and present the enclosed 
cheque for jiayment in due course. 


To 


Yours faitlifiilly, 

Robert Wood, 

Secretary. 


{Perforation.) - 


No. 3841. 


London 


To THE National Provincial Bank, Ltd. 


19 -.. 


l*ay to .. 
ll«e sum of £ 


or Order, the receipt below being duly signed, 


For and on behalf of 

Rayon d'Or, Ltd. 

James BuRori:T, Director 
Robert Wood, Secretary. 


{Perforation.) 


RECEIPT. 

Received from Rayon d'Or, Limited, the sum of £ being the 

amount deposited by me on application for. shares not allotted. 


Receipt 

Stamp. 


i 
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{Allotment Letter.) 

RAYON D’OR, LIMITED. 

Directors: (Names) 

(Incorporated tinder the Companies Act, i()48.) 

ISSUE OF 50,00a ORDINARY SHARES OF £i EACH. 


o -Q in 
w e 

t - £ 

-i.S2 

ic 

L. - ^ 

f 5 ^=‘ 

be-< c; 
^ "rt ? 

ft, 56 

llir- 
■2^=1 
.a 3 fi 

ig|« 

• 2»|2 
Ivr? 
^ 5 ^ ” 
2.uiS 


No. 


Allotment Lettkk. 


Iinpr<*sscd 

6rf. 

Stamp. 


c )62 Finsmukv Circus, 

1.ON DON, E.C. 

January . 19... 


Sir (or Madam), 

In reference to your application, I beg to inform you that 

.ordinary shares of /i each in the Capital of the above Company 

have been allotted tt) >a.)u by the directors. 

The amount payable on application and allotment, viz. / $. d. 

55. per share on . shares is . . . 

You have already paid on application . . . 


Making the amount due from you upon allotment . /, 


This amount is now due from you, and shtmld be paid forthwith to 
the Company's Rankers, the National Provincial Bank, Ltd., I’rinces 
Street, London, E.C. Due notice will be given when the share certifi¬ 
cates are ready, and they will then only b(‘ delivered in e.vcliange for 
this letter, accompanied by the receipts from the Bankers for amounts 
paid on application and allotment. 

By Order of the Itoard, 


[Perftjrcuinn.) 


Secretary. 


Ha.nker’s Receipt for Allotment Money. 

Rayon d’Or, Limited. 

Received this . day of . 19..., the sum of 

£ : : , due in respect of allotment No. 

The National Provincial Bank, Ltd. 


£ 


; Stamp. I 

; i 

[Perfifraiion.) 


Cashier. 


No. 


(This slip to he detached and retained by Bankers.) 
RAYON D'OR, LTD. 

Allotment. 


Amount £ : : . 

. day of . 

An alternative Bankers’ receipt for shares paid in full upon 
sometimes attached, wiiere such payments have been invited. 


. 19... 

allotment 
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No. 36. 

Directors: 
(Names) 


(Call Letter.) 

Rayon d’Or, Limited, 

962 Finsbury Circus, 

London, E.C. 

July 4, 19... 


ORDINARY SHARES. 

Dear Sir (or Madam), 

1 beg to inform you that in accordance with a resolution of the Directors 
dated July 2, 19..., a call of 55. per share on the above shares has been made. 

The amount due from you in re^spect of the 100 shares standing in your name 
is £25 o o, and this amount should be sent on or before July 18, 19...* together 
with this notice entire to the Company's Bankers, the National Provincial Bank, 
Ltd., Princes Street, E.C., who will receipt and duly return this notice. 

If you will forward the receipt attached hereto, together with your share 
certificates, the payment of the call will be endorsed, and the certificate returned 
to you. 

By order of the Board, 

James Conolly, 

George Dixon, Esq., Secretary. 

1754 Cannon Street, 

E.C. 


All cheques should be made payable to Bearer and crossed “ Not negotiable." 


No. 36. 

Received for account of Rayon d'Or, Limited, the amount of the above- 
mentioned call as stated. 

For National Provincial Bank, Ltd., 

Robert Craig, 

Cashier. 

Date, July 18, 19... 


No. 36. 


Rayon d'Or, Limited. 

Call of 55. per share on issue of 100,000 Ordinary Shares. 




Date, July 18, 19... 


Continued from p. 291.] 

Moneys due under the terms of a prospectus are more frequently 
and properly termed “ instalments,’' as they are not actual calls made 
by the Directors. 

Hie Directors' power to make calls is in the nature of a trust to be 
exercised for the benefit of the company. Calls must be made on all 
shareholders alike. No call can be made on some of the shareholders 
while others go free. A call can, of course, be made on one class of 
share and not on other classes. To create liability on the part of the 






CALL LIST. 

Second Call of 2S. 64 . per Share. Date of Call, Map-ch i. 19... Due March 17, 19 
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shareholders, the call must be made 
by directors duly appointed, and 
qualified, at a meeting duly con- 
vened, a quorum being present, by 
a resolution duly passed, specifying 
the amount, and time and jdace of 
jxiymenl; though trifling irregulari¬ 
ties will not invalidate the call. 
Cidls date from the day the resolution 
is passed by the Directors making 
the call, but notice must be given 
to the shareholder. 

Calls in Advance. —The Articles 
of most companies provide that 
calls paid in advance shall carry 
interest, usually at 4% p.a. Table A 
of the iqj() Act provides that the 
Directors may accept money in 
advance of calls, and may pay 
thereon such interest (not (exceeding 
6% p.a. without the sanction of a 
general meeting) iis may be agreed 
upon between the members con¬ 
cerned and the Directors. Table A 
of the 1948 Act restricts the rate to 
5%. Calls in advance may not 
be accepted merely to ])ay Directors* 
fees, they must be for the benefit 
of the company as a whole (Sykeses 
Case, 1872). Calls so paid are really 
loans, and interest is payable on 
them even if no prohts are made. 
Calls paid in advance do not carry 
any dividend rights, as they do not 
form part of the company’s called-up 
capital, unless, of course, the Articles 
provide otherwise. In the event of 
liquidation calls in advance are re- 
pa\^able before })ayment is made on 
the amounts called up on the shares, 
but no refund of such moneys may 
be made W'hile the company remains 
a going concern. 

Calls in Arrear.— As a general 
rule, the Articles provide that 
members in arrear with their calls 
are not entitled to vote, and are 
liable after due notice to be charged 
with interest at a fixed rate. Table 
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A provides for 5% p.a. from the day appointed for payment to the 
time of actual payment, but gives the Directors power to waive the 
interest wholly or in part. 

Share Certificates. —When the shares issued have been fully paid, 
or, if partly paid, when there is no immediate intention of calling up the 
balance remaining on them, share certificates are issued to members. 
Share certificates must, in any case, be completed and ready for 
delivery within two months of allotment or transfer unless the conditions 
under which the shares w^ere issued otherwise provide (S. 80). They 
are issued under the common seal of the company, and are prima-facie 
evidence that the j)erson named in them is the ow’iier of the number of 
shares specified. Usually, they are signed by tw^o Directors and the 
secretary. Prior to the issue of the certificates, a notice is sent to 
members that the certificates will be handed or posted to them in 
exchange for the allotment letters and bankers' receipts for the instal¬ 
ments paid on the shares, or, in the case of some transfers, in exchange 
for the balance ticket. The allotment letters, or balance tickets, are 
then cancelled and filed in order. A specimen share certificate is 
given below. 

Share Certificate Book .— This book con.sists of pages divided by 
j)crforatioii into three parts: the first counterfoil records details of 
the number and date of the certificate: the name and address of the 
shareholder; the number of shares and their distinctive numbers. 
The second counterfoil is a form of acknowledgement, to be signed 
by the shareholder, of the receipt of the certificate. The third part 
is the certificate itself. The receipt counterfoil and the certificate 
are sent to the shareholder who signs and returns the receipt, which 
is then attached to the relative first counterfoil. 


[Share Certificate.) 

No. 362 100 Shares. 

RAYON D'OR, LIMITED. 

(Incorporated under the Companies Act, 1948.) 


CAPITAL /ioo,ooo : o : o, in 100,000 SHARES OF £j EACH. 


This is to Certify that Lionel liobert Clare, of The Beeches, Maidenhead, 
is the Registered Proprietor of 100 Shares of £1 each, Fully Paid, numbered 1 to 
100 inclusive, in RAYON D'OR, LIMITED, pursuant to the Memorandum and 
Articles of Association of the said Company. 


I SKAL J 


Given under the Common Seal of the Company 
this 25th day of March, 19... 


Philip Roberts, Secretary. 


John Straight 1 
George Dickson S 


Directors 


Note.— No Transfer of any of the Shares comprised in this Certificate will be 
registered until the Certificate has been delivered at the Company’s Office. 
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Share Warrants.—If sanctioned by the Articles, share warrants to 
bearer, under seal of the company, may be issued in exchange for fully 
paid share certificates (S. 83). And the liolder of a share warrant may 
return it to the company for cancellation and be (Mitered in the Register 
as a member holding tlie shares specified in the warrant (S. 112). 
Share warrants are negotiable instruments, and can be transferred by 
simple delivery, no transfer in the company's liooks being necessary. 
Prix ate companies cannot issue share warrants, since such companies 
must restrict the transfer of their shares. On exchange of share 
certificates for share warrants, the members are struck off the register. 
But, if the Articles so prox'ide, the holder of a warrant may be deemed 
to be a memlier of the company either to the full extent or for any 
purposes defined in the Articles, except tliat he cannot act as a Director 
or Manager of the company in cases where tlie Vrticl(‘S impose a share 
qualification. Share warrants are impn-ssed witli a stainj) representing 
three times the ad ralorcni transfcM’ duty payable on the nominal value 
of the shares represented by the warrant. Payment of dividends on 
share warrants may be provided, and usually is prox ided, by means of 
coupons attached to the xvarraiit. Share xvarraiits are popular on the 
Continent, but are not extensix'ely used in this country. 

Provision of Financial Assistance by Company for Purchase of its 
own Shares.™ It is illegal for a com]>any to gi\a\ whether directly or 
indirectly, and xvhether by means of a loan, guarantiee, tlu* provision 
of security, or otherwise, any financial assistance for the ])urpose of, 
or in conni^ction xv'ith, a purchase of shares in the company, unle.ss the 
money is lent in the ordinary ccjurse of tlue business of a money-lending 
company, or in connection xx’irh a trust under a sc luMue for tlu^ benefit 
of employe(‘S, or to eiiqdoyt^es other than directors to enable them to 
acquire fully paid shares (S, 54). 

Capital of a Company. It will be useful at this point to deal xvith 
the terms descriptive of a company’s caj)ital, and the x’arious classes 
into which it max* be dix'ided. 

Authorised {S\nniual or Registered) Capilal. -Thi^ is tb(' maximum 
amount of capital xvhich a company takes power in its Memorandum 
to issue (S. 2 ;4J. A statement of this capital, made on the statutory 
form, must be registered xx’ith tlie Registrar and, in addition to registra¬ 
tion fees, capital duty must be paid thereon at the rate of io.s.% 
(Finance Act, iqjj, S, 41 (i;). The authorised capital mayor may not 
be wholly issued; the issued capital may or may not be wholly sub¬ 
scribed; the subscribed capital may f>r may not b(.‘ xvholly called up; 
and the called-up capital may or may not be xvholly j)aid np. The 
authorised caj)ita1 is divided into shares, the denominaticmal v^alue of 
xx'hich is decided by the promoters of the company. Shares of £1 each 
are the most common, but denominations xarying from Gd. to £100 
may be met with; indeed, there are instances of companies being 
legistered xxMth a nominal capital cA £1 divided into shares of Jrf. each! 
If shares are issued at too high a nominal valiK*, it usually results in a 
restricted market for the shares. The .same company may issue shares 
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of different classes and different denominational values, as provided 
for in its Memorandum or Articles. The nominal capital may be 
increased or decreased in accordance with the provisions of S. 61 
(see p. 272). It is the practice to state the nominal capital in the 
Balance Sheet short.'' It docs not appear in the company's financial 
books until it is issued and subscribed.* 

Issued Capital. —'llhs is that portion of a company's authorised 
capital which has been issued to the public for subscription, or to 
the vendors as fully or ])artly paid in exchange for assets acquired by 
tlie cornjKiny. But all the capital issued for public subscription may 
not be taken up by the ])ublic. 

Subscribed Capilal. 'Vhxs, consists of that portion of the issued 
capital which is actually subscribed ff)r by the public, or allotted to 
vendors in r(‘spect of assets conveyed to the coinj)any. Very frequently 
the subscribed capital is less than the authorised capital, because 
the whole authorised capital has not been issued for subscription, or 
has not be(*n subscribed for by the public. 'Fhe student will realise 
that the distinction between “ Issued " and “ Subscribed " capital is 
more, academic than practic.al, in view^ of the fact that only the capital 
actually subscribed can be shown on the Jialaiice Sheet. 

Called-up (UipiiaL - The called-up capital is that part of the sub¬ 
scribed capital which has actually been called up. The uncalled part 
of th(^ subscribed c;i])ital, which rcj)resents the contingent liability of 
the .shareholders on th(» shares, is know’ii as the Uncalled Capital. 

Paid-up Capital.- The |Kiid-up capital is that part of the sub- 
.scribed caj^ital which has been called up and actually paid by the 
subscribers. I'lu^ paid-up ('a{)ital may be somewhat less than the 
called-up capital by rea.soii of the failure of subscribers to pay the 
calls on shares for which they have subscribed. 'J'he difference between 
the called-up and the paid-up caj)ital represents calls in arrear. 

Reserve Liability. .By S. ()o, a limited company may, by special 

resolution, determine that any portion of its share capital not already 
called up shall not be capable of being called up except in the event 
and for the purpo.ses of liquidation. I'his method of providing a 
reserve, and so increasing a company's stability, lias been adopted by 
some banks. 

Wor/cmg Capital. —Working capital is the amount by which the 
readily realisable, licjuid, or current assets of a concern exceed its 
current lial)ilities. 1'hus, the total of a company's cash, investments, 
bills receivable, stock, book debts, and similar liquid a.ssets minus its 
trade creditors, bank overdraft, bills payable, and similar floating 
liabilities represents the working capital of the company. In calculat¬ 
ing such capital, the fixed, and more or less permanent assets, such as 
buildings, plant, etc., and long or fixed-period loans and similar 
“ fixed " liabilities, are excluded. 

♦ In Scotland and ct^rtain foreign countries, an Uncalled Capital .^ccewn/isopened 
for that pc'irt of the Issued Capital which has not been called, in which case the full 
iioininal value of the Issued Capital is entered in the latter account. Certain 
companies al.so open up Unissued Capital Accounts, showing the full Nominal 
Capital in an account so called. These i)ractices are not common in this country. 
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Loan Capital. —This is a term sometimes applied to debentures 
and other loans for fixed terms. The employment of the term is not 
happy, since these loans do not form part of a company's capital, and 
the regulations as to share capital contained in (xjmpanies Acts do 
not apply to them. They are liabilities, and the lenders are creditors, 
having no part or parcel in the company's affairs unless the instrument 
acknowledging the loan so provides, c.g. if the company makes default. 
The student should carefully note these distinctions. 

JUustration. —TIprichards, Ltd., was registered witli a nominal capital of 
100,000, divided into 100,000 shares of /i eacli. Of this amount 73,000 
shares were offered to the public and fully subscribed. By December 31, 
19..., 155. per share had been called up and paid up, except that the last call 
of 5s. per share on 1,000 shares remained unpaid, (live the entries necessary 
to record these particulars in tlie Company's Balance Sheet. 


BAI.ANCK SHEET. 


Capital— 
Nominal: 


Li.abii.ities Sini; Only. 
100,000 shares of f 1 each 


yj 00,000 


Issued :—73.000 shares of /t each, i3.'-\ per share called 
up , ‘ . . . ' . \ 

Less Unpaid calls ...... 


5t),230 

230 


In this example, therefore :— 


Tlie Authorised (Nominal or Kegistcn?d) Capital —■ 100,oog 
The Issued Capital 75,oo< 

The Subscribed Capital . . . . ~ 

The Called-up Capital .... — .‘>b»25c 

The Paid-up Capital 5(>,ooc 

The Uncalled Capital ..... iS,75f 

The Calls in arrear 250 


£'36,000 


Classes of Shares.—Various classes of shares are commonly met 
with. These comprise: (i) Preference Shares divided into (a) Simple 
or Non-cumulative Preference Shares, {b) Cumulatixx^ iVefcrence 
Shares, (c) Participating Preference Shares, [d) Pre-preference, or First 
Preference Shares, (e) ('onvertible Preference Shares, (/) Preferred 
Ordinary Shares; (2) Redeemable Preference Shares; (3) Ordinary 
Shares; (4) Deferred Ordinary Shares; {5) Deferred, Management, or 
Founders’ Shares. 

Preference Shares .—These usually rank first both as to payment 
of dividend and return of capital. Preference Shares may be issued 
carrying the first of these preferences only, but if they carry both, then : 
(a) the fixed rate of interest attached to the .shares must be paid out 
of profits before the Ordinary Shares rank for dividend; (b) in the 
event of the company going into liquidation, preference? capital has 
the right to prior payment before other classes of shares, should funds 
for repayment be available after payment of debts. 

It would appear that a limited company has power to issue Prefer¬ 
ence Shares even when the Memorandum is silent on the point. 

In the absence of provision to the contrary in the Memorandum or 
terms of issue, any surplus remaining after all share capital has been 
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repaid must be divided amongst all shareholders {Anglo-French Music 
Co. V. Nicol, [1921]). But where the rights of Preference Shareholders 
are precisely set out in the Memorandum, this may bar their right to 
share in such surplus (Collaroy Co. v. Giffard [1928]). 

Simple or Non-Cumulative Preference Shares. —These are preference 
shares, which carry a preferential right to dividend out of the profits 
of each year only, that is so far as profits are available to pay the 
dividend. The decision as to what profits are available rests with the 
directors. These shares lia\T no claim on the profits of succeeding 
years should the profits for any year be inadequate to pay the dividend. 
Care should be taken to make it clear that the shares are non-cumulative, 
otherwise subscribers are entitled to assume that they are cumulative. 

Cumulative Preference Shares. —With this class of share, the pre¬ 
ferential rights to dividend accumulate from year to year in the event 
of the non-payment of dividend, the arrears of one year being carried 
forward to the next, and so on. Thus, if a company issued 6% Cumu¬ 
lative Preference Shares, and made insufficient profits to pay the 
dividend upon them for four years, it would have accumulated a 
liability to pay four years’ dividend at 6% p.a., as and when sufficient 
profits were available to meet these claims, before any dividend could 
be paid to the holders of subordinate classes of shares. In cases of 
this sort, a note must be made on the Balance Sheet (Eighth Schedule, 
para, ir (j)) stating: {a) the amount of the arrears, before deduction 
of income tax, and [b) the period during which the dividend is in 
arrear. If there are several classes of such shares these particulars 
must be stated for each class separately. Since the liability is contin¬ 
gent upon sufficient profits being earned to meet it, and on dividends 
being declared, no entries can be made in the books of the company. 

If the Articles are silent on the point, Preference Shares are assumed 
to be cumulative. 

Under Table A, unless special rights are attached to the shares, all 
dividends arc })ayable only on the amounts actually paid up on the 
shares, but under some Articles, and in all cases where Table A is 
barred, and the special Articles make no provision, dividends are 
payable on the nominal amount of the shares * (Oakhank Oil Co. v. 
Crum, [1883]). Preference Shares do not carry preferential rights as to 
capital repayment unless this right is expressly stated in the conditions 
of issue, and in the Memorandum and Articles. 

Participating Preference Shares. —In addition to the advantages 
attaching to Cumulative Preference Shares, these shares carry a right 
to a stated share in the surplus profits after payment of the fixed 
dividend to which they are entitled, usually after a certain minimum 
has been paid on the subordinate classes of shares. 

Pre-preference {or First Preference) Shares. —For the purpose of 
raising urgently needed capital, these shares are sometimes issued with 
the consent of the Preference Shareholders. As the name implies, 
the terms of i.ssue (which must be intra vires the Memorandum and 
Articles) provide that the rights of the holders of such shares in respect 


This applies to all dividends—^preference or otherwise. 
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of dividend and capital repayment stand in front of the rights of the 
holders of all other classes of shares. 

Convertible Preference Shares. —These are Preference Shares, the 
holders of which have the right to have them converted into another 
class of share, e.g. Ordinary or Deferred, within a specified time. 

Preferred Ordinary Shares. —Holders of these shares have the right 
to a fixed dividend after the claims of the Preference Shareholders 
have been met, and before the Ordinary Shares rank for dividend. 
They are always non-cumulative. 

Redeemable Preference Shares. — A company limited by shares may, 
if so authorised by its Articles, issue Preference Shares which are, or 
at the option of the company are to be liable, to be redeemed. No such 
shares may be redeemed except out of the profits of tlie company which 
would otherwise be available for dividend, or out of the proceeds of a 
fresh issue of shares made for the pur}>ose of the redemption. Such 
shares can be redeemed only when fully j>aid. When they are re¬ 
deemed othcrwd.se than out of the proceeds of a fresh is.sue, there must 
be set aside, out of profits which w’ould otherwdse be available for 
dividend, a sum equal to the amount applied in redeeming the shares 
to a reserve fund called “ the Capital Redemption Reserve Fund.*' 
The provisions of the Act as to reduction of share capital apply to such 
a fund as if it wx^re share capital. If the shares are redeemed out of 
the proceeds of a fresh issue, any premium payable on redemption must 
have been provided for out of profits or out of the company’s .Share 
Premium Account (S. 58 [ij). 

Every Balance Sheet must specify what part of the issued capital 
consists of Redeemable Preference Shares and the date on or before 
which these shares are, or are liable, to be redeemed (Eighth Schedule, 
para. 2 [a]). 

If a company has redeemed or is about to redeem any Preference 
Shares, it may is.sue shares up to the nominal amount of the shares 
redeemed or to be redeemed as if those shares had ne\’er been issued, 
and no stamp duty is payable on such amount provided the old .shares 
are redeemed within one month after the issue of the new^ .shares 
(S. 58 [4]). The Capital Redemption Reserve Fund may then be 
applied (up to the nominal amount of the .shares so issued) in paying 
up unissued shares of the company to be issued to members as fully 
paid bonus shares. 

For example see p. 390. 

Ordinary Shares. —The bulk of the .shares issued by most limited 
companies are of this class. Ordinary^ Shares carry no .special rights 
as to dividend or capital repayment. Generally, they are entitled to 
the surplus profits remaining after the prior fixed dividends, enumerated 
above, have been satisfied. But they may be subject to the rights 
attaching to Deferred Ordinary Shares, if such exist. 

Deferredy Manageme^tt, and Founders* Shares .—These shares are 
usually issued as fully paid to the promoters, or managers, of the 
issuing company. A.s regards dividend, they usually stand aside until 
an agreed dividend has been paid on the Ordinary Shares. Particulars 
of Founders’, or Deferred, Shares must be stated in the Prospectus 
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(Fourth Schedule, Part I, para. i). Though generally few in number 
and insignificant in nominal vjilue, the voting powers which they 
command and the profits they share are often considerable. They are 
not popular with the investing public, since they do not always tend to 
prudent management, the holders being usually desirous of dividing 
all available profits without much regard for the prudent building up 
of reserves. The issue of these shares is, liowever, probably the most 
scientific method of paying for goodwill, since the value of this asset 
largely de]:)ends upon the profits earned being in excess of a certain 
minimum. But where such shares are issued in payment for the good¬ 
will, an equitable number of similar shares should be issued to the 
shareholders of other classes who run the real risk of the business. 

Bonus Shares. - Successful companies sometimes issue shares in lieu 
of increased dividends. The usual procedure is to declare a dividend, 
credit the shareholders with the dividend, and then to issue shares in 
discharge thereof, no money passing on either side {see p. 37S). Bonus 
Shares may be of any of the classes described above. The provisions 
regarding the issue of Bonus Shares where Redeemable Preference 
Shares have been redeemed should also be referred to on p. 390. 

Co-Partnership Shares ,—These shares are sometimes issued to a 
company’s employees in order to give them an interest in the concern. 
Frequently, such shares carry no voting }X)wer. They are usually 
entitled to the same di\'idend rights as th(j Ordinary Shares, but their 
transfer is usually under tlie control of the company, and effected at 
a fixed ]iricc. Sometimes Profit-Sharinf^ Certificates arc issued to 
employees. These have no capital value, hut entitle the holders to 
dividends upon an assumed capital value stated on the face of the 
certificate. Such certificates cannot be sold, and must be surrendered 
to the company on demand, 

EXAMINATION QUESTION. 

Wliat is the difference between a Cumulative " and a Non-Cumulative " 
Preference Share ? Poes this diflerence affect the annual accounts in any 
manner ? (T.oiidmi Chamber Commerce.) 

A nswer. 

Cumulative Preference Shares arc shares which carry preferential rights to 
dividend, usually ranking before all other classes of shares. In addition, in the 
event of the available profits in any year proving insufficient to meet the fixed 
preference dividend, the arrears accumulate, and no dividend can be paid on 
shares having subordinate rights until these arrears have been discharged. No 
obligation, however, exists to j>ay the cumulative preference dividends, unless 
sufficient profits are av'ailable to discharge them, and dividends are declared. 
The Memorandum and Articles and the terms of issue usually provide that, in 
the event of liquidation, after the costs of the liquidation have been met, and the 
secured and unsecured creditors have been satisfied, the surplus assets shall be 
applied first in paying off any arrears of cumulative preference dividend, then in 
repaying the Preference Share capital. 

Non-Cumulativc (or Simple) Preference Shares possess no right to the accumula¬ 
tion of dividends, and in the event of dividends being passed, or only partially 
satisfied, the hold<M‘s of these shares have no claim upon the profits of subsequent 
years for arrears of dividend. Each year stands alone. These shares usually 
have a right to repayment of capital in priority to holders of other classes of 
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shares, subject, of course, to the rights of the holders of any shares of a higher 
class which may have been issued. 

Preference Shares are cumulative unless it is clearly otherwise stated in the 
Memorandum, or, if the Memorandum is silent, in the Articles or in the Terms of 
Issue. 

Treatment in the Annual Accounts.—In the case of Cumulative Preference 
Shares, a note of dividends thereon which have been passed should be made on 
the face of the Balance Sheet if any arrears of dividend exist, otherwise the 
holders and prospective holders of shares of this and subordinate classes of shares 
may be prejudiced. No such note is required in the case of non-cumillative 
shares, as dividends which have been pas.sed arc not payable out of subsequent 
distributions of profit. 

Issue of Shares at a Discount .—A company can issue at a discount 
shares of a class already issued, in certiiin circumscribed circumstances, 
viz.:— 


{a) the issue must be authorised by resolution passed in general 
meeting of the company and sanctioned by the court; 

{h) the resolution must specify the maximum rate of discount; 

(c) not less than one year must have elapsed since the date on 
which the company was entitled to commence business; 

{d) the shares must be issued within one month after the date on 
which the issue was sanctioned by the court, or such extended time 
as the court may allow. 

The court may make terms and conditions when sanctioning the issue. 
Particulars of the discount allowed, or of so much as has not been 
written off, must appear in every prospectus relating to the issue, and 
in every subsequent Balance Sheet (S. 57 and Eighth Schedule, para. 
3 W) (see p. 358). 

Stock. —Subject to the necessary authority being contained in the 
Articles, companies may convert their shares (but only if fully paid) 
into stork (S. 61 [i] (r)). Stock may also be converted back into shares. 

Numbering of Shares. —Every share in a company having a share 
capital must have a distinguishing number. But, provided that all 
the .shares of any }>articular class are fully paid and rank pari passu, 
the distinguishing numbers of such shares may be dispensed with so 
long as the proviso is satisfied. This last is a new provision introduced 
by the 1948 Act (S. 74), and a number of companies have already 
commenced to take advantage of it on account of the saving of clerical 
labour in recording transfers and making entries in the register of 
members. The effect is very much the same as converting the shares 
into stock (see below). 

A great number of public companies now use this power, as perusal 
of the official Daily List of the London Stock Exchange will show. 
The differences between shares and stock are:— 

(1) Shares may or may not have distinctive numbers; stock 
cannot liave a distinctive number. 

(2) A share whether numbered or not is a definite unit, having a 
stated denomination. Stock, while it may as a matter of convenience 
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be divided into units, is not necessarily so. An illustration will 
make this clearer:— 

Illustration. —Uprichards, Ltd., was registered with a capital of ^£50,000, 
divided into Ordinary Shares of T05. each, and 200 of these shares were allotted 
to John Brown. At one time these shares were all partly paid, and at that 
stage they had to have distinctive numbers, the numbers of Brown’s shares 
being (say) 23,101 to 23,300 inclusive. These distinctive numbers would have 
appeared: (i) in the register of members, (2) on Brown’s share certificate, and 
(3) on any transfer of the shares. In due course the shares were fully paid up, 
and the company tliereupun decided to take advantage of S. 61 (c) and convert 
them into stock. On this taking effect tiie capital of the company becomes 
£f)0,ooo Ordinary Stock, of which Brown holds i.e. £j nominal of stock for 

each two shares he liad before, 'riiere would ])e nothing to prevent Uprichards, 
I-td., permitting tlie transfer of its .stock in any quantity or fractions, so 
that Brown couUi transfer £19 175. ^d. of his holding to his friend James Evans 
if he desired ; however, this would lead to a good deal of clerical inconvenience 
and tend to nullify the advantage of converting the shares into stock, so that 
in practice the re.solution which converts the shares into stock will provide 
also that the stock shall be transferable cmly in multiples of a selected unit. 
This unit will normally be the value of stock equal to the nominal value of 
each share before conversion, and if the company has a stock-exchange 
quotation it will be for the “ stock unit.” On this basis Uprichards, Ltd., now 
has a capital of £^0,000 in stock, divided for purposes of transfer into 100,000 
stock units of 105. each, lirown is the owmer of £100 stock, equivalent to 200 
units, and if the stock-exchange quotation is (say) 14.^. 3^/., this will be the 
value not per £\ of .stock but per lOi*. of stock. Tlie point can be a pitfall for 
the unwary. 

The above remarks refer only to the stocks of limited companies. 
The stock-exchange <|uotations of British Government and Colonial, 
and ina.ny foreign governinent, Stocks, and the Stocks of corporations 
and public boards, etc., are quotations per nominal £100 of the stocks 
in question. British Government Stocks are usually transferable in 
odd amounts, i.e. in any multiple of a penny. 

Stock cannot, of course, bear distinctive numbers, and it is equally 
obvious that it must be fully paid up. In other respects both shares 
and stock pos.sess the same characteristics. Dividend rights, priority 
of capital repayment, and so on, may be identical in both cases. 

Kinds of Slock.-- ]\ist as there are several classes of shares so there 
are several cla.sses of stock. Preferred Stock is a term which is self- 
explanatory. Guaranteed Stock is stock that is guaranteed both as 
to capital and dividend by some Government or outside Corporation. 
Deferred Stock is stock the dividends on which are deferred in favour 
of prior clas.ses of stock. Inscribed Stock is stock, the title to which 
consists in the names of the holders being “ inscribed ” in the books 
of the Bank of England or other bank or authority managing the stock, 
instead of being evidenced by certificates. 

Government Stocks.—Government indebtedness may be recorded 
in any one of three forms, bearer bonds, registered stocks, or inscribed 
stocks. Bearer bonds are complete documents of title in themselves, 
and since they belong to “ bearer ” contain no record of the holder's 
name, nor can any register bo kept of the names of holders. They are 
transferable by mere delivery, .subject to possible temporary restrictions, 
such as those imposed by the Exchange Control Act, 1947. 

Registered and inscribed stocks are recorded on behalf of the 



3o8 higher book-keeping AND ACCOUNTS 

Government by the Bank of England, who in effect act as registrars 
for the Government in just the same way as various professional bodies 
or institutions often act as registrars for limited companies. Incident¬ 
ally the Bank of England perfomis similar duties for various colonial 
governments in addition to the British Government, and most of such 
governments, in addition to municipal corporations and public boards, 
employ one or other of the British Banks, or British branches of 
Colonial banks, to carry out the same function in relation to their 
stocks. 

As stated abo\'e, British Government Stocks may in general be 
in either inscribed or registered form. Colonial stocks arc generally, 
according to the terms of issue, either all in the one form or all in the 
other. The difference between the two forms is as follows: — 

The title to a registered stock is evidenced by a Stock Certificate 
made out in the name of the owner, which is evidence that the named 
person is entered as the owner of so much stock in the register kept by 
the bank. Transmission of title is carried out by executing a transfer 
in exactly the same fonn as is used for transferring shares or stock of a 
limited company, and the completed transfer and the old Stock 
Certificate must be delivered to the bank, who will in due course 
register the transfer and issue a fresh certificate in the name of the new 
holder. The holding of the certificate is evidence of title (and will be 
accepted as such by an auditor), and the bank will not register a 
transfer unless the old certificate is p)r()duced for cancellation. 

In the case of inscribed stocks no document of title exists: the 
actual title consists in an entr}' on the bank's register and there is no 
Stock Certificate." On a transfer being recorded, the bank will 
issue to the new holder a document, called a stock receipt, but this is 
merely evidence that an entry has been made: it will not be produced 
or gi\'en up if the holding is subsequently transferred to a new holder, 
and is therefore valueless as evidence of title. On a sale being made 
the original holder must either attend in person at the Bank of England 
with suitable evidence of identity to sign a transfer in the books 
(probably almost never done in practice) or sign a Power of Attorney 
authorising an agent to do so: the normal practice is for the seller’s 
stockbroker to act as agent for this purpose. 

Tor audit purposes, inscribed stocks are verified by the holder 
signing a form addressed to the bank requesting it to confirm (to the 
auditor or person named) that the holding was, on the date stated, 
inscribed in the name of the stated holder: the bank will certify the 
correctness of the entry and forward the form to the person named on 
it. No fee is charged for this service in respect of British Government 
Stocks: in respect of some other stocks a small fee may be payable, 
usually IS. od, 

British Government Stocks are normally convertible, at the holder’s 
request, from one form to another. During the recent war, however, 
the practice of inscribing stock was discontinued, for security reasons; 
if a holding was already in inscribed form it remained so, but if an 
inscribed holding was transferred to a new holder that holder received 
a Stock Certificate, and his holding was in registered form. 
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Borrowing Powers of a Company.—Even successful companies are 
sometimes in need of cash. Temporary shortage of working capital, 
heavy p^urchases of stock or raw material to take advantage of a 
favourable market, the need for granting extra credit to tide over a 
period of trade depression, these and other circumstances may create 
the necessity to borrow. Trading companies have an implied power 
to borrow, if such borrowing is properly incidental to the conduct of 
the business {General Auction Estate Co, v. Smith, [1891]), and to pledge 
their assets as security {Re Patent File Co., [1871]), even when no 
powers are taken so to do in the Memorandum. There are no statutory 
limits to a trading company's borrowing powers, but they are usually 
defined in the Memorandum or Articl(*s, and are frequently limited to 
an amount not exceeding the issued capital of the company. Non¬ 
trading companies have no power to borrow or to pledge their assets, 
in the absence of express power so to do in the Memorandum. If a 
stock-exchange quotation is sought, the articles must fix a reasonable 
limitation to borrowing powers, any extension thereof being subject 
to control by the company in general meeting. 

Debentures.—Companies frequently raise money by means of loans 
for fixed periods, repayment of which is generally secured to the 
lender by some charge on the company's assets. Loans are frequently 
evidence by documents termed Debentures. It has already been 
stated that these loans do not form part of a company's capital, as is 
sometimes erroneously supposed. A shareholder is a proprietor or 
partner in the company; a debenture holder or other lender is a 
creditor of the company, and the interest on the loan accrued due to 
him is payable whether the company makers profits or not. Although 
he is not a member, ev'ery debenture holder, even of a private company 
{excepted under the 1929 Act) must receive the company's audited 
accounts. They must be sent to him not less than twenty-one days 
before the meeting at which the accounts are to be presented, notwith¬ 
standing that he may not be entitled to attend the meeting (S. 158). 

Definition of Debenture. —There is no precise statutory definition 
of a debenture, but it may be defined as “ a document issued, usually 
under seal, by a company to a creditor in respect of money lent by 
him to the company, to secure the payment of interest at the rate and 
on the sum specified therein, and repayment of the capital." There 
is no statutory form of debenture, but a form in common use is shown 
on p. 311. 

Nature of Debenture Charge. —A debenture may create a specific 
charge on some particular asset of a company, e.g. its freehold factory. 
In that case the debenture is said to create a Fixed Charge on the 
particular property. The modern debenture usually covers the whole 
of the property of the company " whatsoever and wheresoever both 
present and future including its uncalled capital." A charge of this 
kind covers all the comj^any's assets, including those which fluctuate 
in value from day to day, such as book debts and stock, and is called 
a Floating Charge. It does not prevent the company from dealing 
with such assets in the ordinary course of business, but it creates a 
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charge upon them as against other creditors. All debenture issues 
secured by any charge must be registered with the Registrar of 
Companies. 

Kinds of Debentures, —Various kinds of debentures are to be met 
with in practice. First Mortgage Debentures ; Second Mortgage De¬ 
bentures, as the names indicate, rank in the order of issue. The 
holders of the first issue must be satisiied in priority to the holders 
of the second, and so on. Registered Debentures are debentures which 
are registered in the books of the company, and, therefore, capable of 
transfer in a similar way to shares. Bearer Debentures, on the other 
hand, are negotiable instruments capable of transfer by mere delivery. 
In this count^J^ the majority of debentures are registered, but in other 
countries bearer debentures are almost exclusively employed. Naked 
or Simple Debentures afford no charge on the property of the issuers, and 
the holders of such debentures are therefore unsecured creditors. 
They are uncommon except as acknowledgments of loans for short 
periods. Irredeemable (Perpetual) Debentures are debentures the capital 
sum secured by which is not repayable except in the event of the 
company ceasing to exist. They are really perpetual annuities. 
Debenture Stock represents debentures consolidated into one stock, or 
“ one mass for the sake of convenience '' (Lord Lindley), just as fully 
paid shares may be consolidated into stock. Debenture stock must 
be fully paid, and may be transferred in agreed fractions. Almost 
invariably, debenture stock is covered by a charge on the assets. 

Issue of Debentures, —Debentures may be issued at par, or at a 
discount, or at a premium. Shares may be issued at par or at a 
premium, but may be issued at a di.scount only under S. 57 (see p. 358) 
and not otherwise. Debentures must not be issued at a discount if 
there is power to exchange them before the maturity of the debentures 
for fully paid shares other than those issued at a similar or less dis¬ 
count under S. 57, for that would be a method of illegally attempting 
to issue shares at a discount. There is, however, nothing to prevent, 
e,g, the conversion of a £100 debenture issued at 95 into 95 £1 Preference 
Shares or into 100 Preference Shares of £i with 19s. paid up, or into 
Shares issuable under S. 57 at a discount of not less than 5%. 

Form of Debentures, —In this country, debentures are usually 
registered, and recorded in the Register of Debenture Holders in a 
similar way to the record of shares in the Share Registers. Certificates 
[or bonds] are issued in respect of them. Debentures are transferable 
in common form by deed. Where bearer bonds arc issued they have 
interest coupons attached, and are transferable by delivery alone. 

Interest on Debentures, —Debenture interest is payable quarterly, 
half-yearly, or yearly, half-yearly payments being the most usual. 
Cheques (or warrants) are posted to the holders of registered bonds for 
the interest due, less tax at the current rate. Bearer debentures carry 
a perforated sheet of detachable coupons covering each payment of 
interest due over a number of years. These are detached on the due 
dates and paid in, like cheques, to bankers for collection. If the sheet 
of coupons does not cover the " life " of the debenture, a slip, called 
a Talon, is attached as a voucher entitling the holder to a fresh sheet 
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of coupons. When the coupons have been paid by the company, they 
are usually pasted into albums, similar to stamp albums, representing 
each dividend paid. 

TruU Deed .—The security supporting a debenture issue, and the 
terms of issue, are usually set forth in a document called a Trust Deed, 
by which the company's }:>roperties are charged in favour of certain 
nominees, termed Debenture Trustees. These trustees represent the 
debenture holders and safeguard their interests. Sometimes a deed 
is dispensed with, and the debentures themselves contain the charge. 
But such a deed is essential in the case of debenture stock. Debenture 
holders may demand a copy of the trust deed, if printed, on payment 
of IS. ; if not printed, they may demand a copy upon payment at the 
rate of 6 d, per 100 words. 

The following is a fonn of debenture such as is used when there is 
no trust deed:— 


UPRICHARDS, LIMITED. 

Issue of [100] Mortgage Debentures of £[100] each numbered i to 100 bearing 
interest at £5 per cent, per annum payable on the first day of January and 
the first day of July in each year. 

The issut! is made pursuant to Clause 15 of the Company's Memorandum of 
Association and Article 36 of the Company’s Articles of Association and a resolu* 
tion of the directors passed on the fifteenth day of December, 19... 

DEBENTURE. 

No. 52. £[100] 

1. Uprichards, Limited, whose registered office is at 532 Oxford Street, 
London, W. (hereinafter called the Company), will, on the first day of January, 
19..., or on such earlier day as the principal moneys hereby secured become 
payable under the conditions of this debenture, pay to Miles Further, of Maiden- 
head, Berks., or other the registered holder hereof (hereinafter called the debenture 
holder, which expression shall, where the context so admits, include his personal 
representatives), the sum of £[100]. 

2. The Company will until payment of the said sum of £[100] pay to the 
debenture holder interest thereon at the rate of £5 per cent, per annum, by equal 
half-yearly payments on the first day of January and the first day of July in each 
year, the first payment to be made on the first day of July next [and to be 
calculated from the date hereof]. 

3. The Company hereby charges with the said payments its undertaking and 
all its property pressent and future, including uncalled capital and goodwill. 

4. This debenture is issued subject to and with the benefit of the conditions 
indorsed hereon, which are to be deemed part of it. 

Given under the seal of the Company this 31st day of December, 19... 

The common seal of the above-named Company was affixed hereto in 
the presence of 

Hugh Dickson 
George Dickson / 

Abel Chatenay, Secretary. 

[Note .—On the back, or following pages, are printed the conditions (see 
below).] 

Conditions of Issue. —The.se usually contain provisions to the effect 
following:— 

(i) The debenture is to be one of a series securing, say, £10,000 
in all, and all the debentures of the series are to rank pari passu as a 
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first charge on the property and assets of the company without any 
preference or priority over one another. 

(2) The charge to constitute a floating security on all the property 
of the company, but sometimes power is reserved for the company 
to mortgage specific assets, and on the purchase of any additional 
property to mortgage it to secure the whole or part of the purchase 
money; and so long as the charge is a floating charge (t,e. until 
the debentures become payable) the company may carry on its 
business and deal with its property as the company may think fit. 

(3) There are f>ro\asions for a register of debentures, for transfers 
being in writing and delivered to and retained by the company; 
for the executor or administrator of a deceased debenture holder 
being the only persons recognised by the company as having any 
title to it; for a fee of 2s. bd. to be paid for registration of any 
transfer or probate; and the company is to be entitled to treat 
the debenture holder as the sole and absolute owrner, and no notice 
of any trust is to be entered on the register. 

(4) Provisions are sometimes made that interest will be paid 
by cheques posted to debenture holders. 

(5) There is the important clause dealing with the events on 
which the principal moneys become payable. These are usually 
the following:— 

(a) If the company gives three months’ notice of intention to 
pay off. 

(^) If the company makes default for a stipulated period, such 
as fourteen days, in payment of interest, though it is 
usual to add the proviso that notice must be given 
requiring payment of the principal moneys before the 
interest is actually paid. 

(c) If a distress or execution be levied or issued against the 
company. 

(/i) If an order is made for winding-up or a resolution passed 
to the same effect. 

(6) Debenture holders are often given power to a])point a 
Receiver after the principal moneys have become payable. Such 
an appointment may be made as the condition is framed, either by 
all the debenture holders concurring or by the majority in value of 
the debenture holders. The person appointed Receiver may also 
be appointed Manager, and may have power to take possession of 
the property charged, carry on the business of the company, sell 
the security, and make any arrangement or compromise. 

(7) There is usually a clause providing that the proceeds of sale 
be applied:— 


(a) In payment of the expenses of and incidental to the 

appointment of the Receiver and the exercise of his 
powers and his remuneration. 

(b) In payment to the debenture holders />ari passu of all 

principal moneys. 
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(c) In payment of arrears of interest. 

(d) Any surplus to be paid to the company. 

(8) Sometimes a clause is added saying that the rights of the 
debenture holders may be varied with the consent of the holders of 
three-fourths of the debentures for the time being outstanding, the 
tlecision of that majority to be binding on the debenture holders. 
The rights of the debenture holders are subject to those of creditors 
whose claims are declared by S. 319 to be preferential in a winding- 
up (S. 94). 

Where there is a large issue of debentures it is usual to have a trust 
deed. I'he provisions are similar in general effect to tliose given above. 
Specific property is often mortgaged to tlie trustees for debenture 
holders with or without a floating charge on other assets, and the 
powHTS of realisation and so forth are exercisaV>le by the trustees. 

Receiver Appointed by the Court, —Notwithstanding the existence 
of powers to appoint a Receiver without going to the Court, it is often 
advisable to apply to the Court, and it is necessary to do so wdiere the 
ground of application is that the assets are in jeopardy (although there 
has not yet been any default by the company), for it is not usual for 
debenture holders to liave powder to appoint in such a case, which 
obviously is likely to give rise to differences of opinion. 

There is also the advantage that a F<eceiver appointed by the 
Court is an agent of the Court, and interference w'ith him amounts to 
contempt of court. If he enters into contracts in carrying on the 
business or for the jnirpo.se of realisation he is personally liable upon 
them, though with a right to be indemnified out of the assets. 

Receiver Appointed by Debenture Holders. —A Receiver appointed 
by the debenture holders under the })owers contained in the debentures 
is their agent, and they are lialde upon his contracts. To avoid this 
it is usual to provide in the conditions that the Receiver wdien appointed 
shall be the agent of the company (in w'hich case the company is liable 
on his contracts) and to embody the pow^^rs given to mortgagees by 
the Law^ of IVoperty Act, 1925, and formerly by the Conveyancing 
Act, 1881. But even if the Receiver is made an agent for the company 
his powxM's to bind it cease when th(* company is ordered to be wound 
up, though he does not thereby become agent for the debenture 
holders. He should, therefore, for his protection obtain an indemnity 
from the persons appointing him before incurring serious liability, 
unless the assets are certainly sufficient to recoup him. 

Registration of Debentures. —The requirement, stated below, that 
every mortgage by a company shall be registered, applies to debentures. 
Every mortgage or charge: {a) to secure debentures, (b) on uncalled 
capital, (c) which is given by an individual would require registration 
as a bill of sale, (fZ) on land, (^) on book debts, or (/) floating charge, 
(g) on calls made but not paid, {h) on a ship or any share in a ship, or 
(t) on goodwill, on a patent, or a licence under a patent, or on a copy¬ 
right, or a licence under a copyright, is void unless registered within 
twenty-one days. The Court has power to allow subsequent registra- 
L 
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tion, if the omission to register was due to accident or inadvertence, on 
such terms as it thinks fit. 

The register (which is in fact a part of the file of the company’s 
papers at Bush House) is open to inspection, so that persons dealing 
with a company^ way' he able to ascertain whether it has mortgaged its 
assets. 

A floating charge created within twelve months of the commence¬ 
ment of the winding-up is ^•oid unless the company immediately after 
the creation of the charge was solvent, except to the timount of any 
cash paid to tlie coin]')any at the time of, or subsequently to the creation 
of, and in consideration for, the charge, together with interest at 5% 
(S. 322). 

Rights of Debenture Holders. debenture hold(T is entitled to 
have a copy of the trust deed by w^hich they are secured and to inspect 
the register of debenture holders (S. 87) and to obtain the Balance 
Sheets of the company and the reports of the auditors (S. 158). He 
has also, wlien the princi])al money secured has become due, the 
ordinary rights of a creditor. He may sue for his debt, recover judg¬ 
ment and issue execution, or petition for the winding-up of the company. 
But as he is a secured creditor he is more likely to realise his security, 
which he does by the appointment of a receiver. 

As soon as the principal moneys become payalfle and the debenture 
holders inter\'enc, the “ floating charge is said to become fixed, or 
to attach. Until then the company can deal with its property; but 
the charge then attaches to all assets which have not been alienated. 

Redemption of Debentures. — As stated above, some debentures, 
termed Irredeemable, are payable only in the event of liquidation. 
Other methods of repayment are: By DraKnngs determined by 

ballot, the numbers drawn in the case of bearer bonds being advertised 
in the Press, [h) On Demand, a term that explains itself, (c) At a 
Fixed Date, i.e. at the date specified in the terms of i.ssue. A company 
usually has power to anticipate this date, (d) At the Option of the 
Company, i.e. at any time fixed by the company, subject to due notice 
being given to the holders, (c) By Purchase in Open Market, provided 
that the company has reserved this poAver to itself, (f) By the Issue 
of Neiv Debentures, the proceeds of which are used to pay off the old 
debentures. 

Except when new debentures are issued to replace old, the necessary 
funds for the redemption of debentures may be provided out of capital, 
or profits, or from a fund accumulated for the jmrpose by outside 
investment, or from the proceeds of a capital-endowment policy. 

Re-issue of Debentures. —By S. 90 debentures that have been 
redeemed may be re-issued unless any provision to the contrary, 
express or implied, is contained in the articles or in any contract 
entered into by the company, or the company has, by pa.ssing a resolu¬ 
tion, or some other act, manifested its intention that the debentures 
shall be cancelled. Debentures so re-i.ssued must be stamped as new 
debentures. But debentures deposited with a banker to secure 
advances on current account are not deemed to have been redeemed by 
reason only of the current account having ceased to be in debit while 
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the debentures are so deposited. That is to say, the debentures are 
available without fresh stamping to secure future advances. 

Notes. —A practice has arisen within recent years, and appears 
likely to spread, among limited companies of issuing “ notes ” in 
acknowledgment of moneys lent. These notes are issued under the 
seal of the company. They give no specific charge on the company's 
assets, and are usually repayable at definite dates, or by means of 
periodical drawings. The wording of the note will probably decide 
whether it comes within the category of a promissory note or a naked 
debenture—no legal guidance is yet available on the point. The 
holders of such notes arc ])robably unsecured creditors. The amount 
outstanding under this heading should be separately stated in the 
Balance Sheet immediately after the item Debentures," if any have 
been issued. 

Example of Capital Issue. —The student is sometimes puzzled when 
confronted by the array of debentun^s and shares of various classes 
offered for subscription by some companies, and wonders w'hy the 
simpler course of confining the capital issue to ordinary shares is not 
followed. The answer is that financial expediency, and not simplicity, 
is the goveniing factor. 

Illustration. -JiRyon d’Or. Ltd., is registered to purchase an old-established 
business. The purchase price of the assets and goodwill is £2^0,000. It is 
decided that ^^50,000 is required for w'orking capital. The capital is therefore 
fixed at £^00,000. The profits of the business for the past five years averaged 
/24,000. This figure .shows 8% on the proposed capital, a not sufficiently 
attractive return on an undertaking of this class. There is also to be con¬ 
sidered the inv€*stor who prefers a lower rate of retuni, provided that it is 
combined with the greater capital security that is offered by Debentures or 
Preference Shares, To meet the needs of all classes of investors, the following 


issues are decided 

upon:— 

Interest 


Issue, 

Required. 

i 


£ 

100,000 

5% Debentures .... 

. 3,000 

100,000 

7% Cumulative Preference Shares 
Leaving for dividend on 

7,000 

100,000 

Ordinary Shares at, say, 12% 

12,000 

300,000 


£24.000 


Stock Exchange Quotation.- Most large public companies desire to 
have an Official Quotation on the London Stock Exchange for their 
shares and debentures. To obtain this quotation certain rules and 
formalities must be olxserved. These are too lengthy to set out here, 
but they have been dealt with in .sufficient detail in the ^M\hor*s Account¬ 
ing, Without an official quotation, the market for any particular 
stocks or shares is very restricted, and in a restricted market prices 
suffer. If the application for a quotation is successful, the company's 
shares will in due course be quoted in the Stock Exchange List, pub¬ 
lished daily, at the prices ruling at 3.30 p.m. on the day of publication ; 
and similar information will appear in the financial columns of the 
Press. 
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EXAMINATION QUESTIONS. 

I Define the several kinds of companies which may be incorporated under 
the Companies Act. 1948- I-”'" purposes, to "hat extent and how may a 

company change: (a) its name, (*) its objects, (c) its Articles of Association ? 

2. In what events may the liability of a shareholder in a limited company 
become unlimited ? 

3. State briefly the main distinctions between a company limited bj- shares 
and a partnership. 

4. What do you understand by a Statutory or .Parliamentary company ? 
State briefly wherein they diflfer from companies incorporated under the Act of 
1948. 

5. Describe the steps necessary for the actual formation of a new company. 
{T’ioyal Society Arts.) 

6 . f^riefly describe the differences which exist between a public and a private 
limited company. (A’oivr/ Society Arts.) 

7. What is meant by a “ private company " under the (-ornpanies .\ct, 1948 ? 
Mention some of the priv'ilepes and immunities conceded to such a company, and 
state how it may turn itself into a public company. 

8. What limit is placed on the nulnlx^r of members of a private company ? 
How is the private character of a company terminated ? 

9. What are the contents and functions of the Memorandum of Association 
of a company ? {Chartered Accountants.) 

10. Define the Memorandum. How far may it be altered or extended ? 
{Royal Society Arts.) 

11. How, and to what extent, may the objects clause in the Memorandum be 
altered ? {Chartered Institute Secretaries.) 

12. When may a company reduce its capital: {a) Without leave of the Court; 
(6) With leave of the Court ? 

’^^at steps must be taken for reducing capital when the sanction of the Court 
is necessary? {Incorporated Accountants.) 

13. What is the difference between the Memorandum and the Articles of 
Association of a company, and what in particular must be stated in the Memoran¬ 
dum ? To what class of companies, and to what extent, do tlie regulations of 
Table A apply? {Incorporated Accountants.) 

14. What are the provisions of the Companies .Act, 1948, with respect to the: 
(a) Registration of Articles ; (b) application of Tabic A ; (c) form and signature of 
Articles; {d) alteration of Articles ? 

15. Is there any limitation on the right of a company to alter its Articles? 
{Royal Society Arts.) 

16. The prospectus of a company contained certain statements that were 
false. Can X, a shareholder in the company, set aside his share contract, and, if 
so, what must he prove ? 

17. What are the matters which must be stated in the prospectus ? T f a 
prospectus contains false statements, how far is a director liable to indemnify a 
person injured by them ? {Royal Society Arts.) 

18. What is the general liability of directors for statements made in a 
prospectus; and in what cases can they relieve themselves of such liability ? 
(Incorporated Accountants.) 

19. How does the law now stand as regards the disclosure of contracts in a 
prospectus? {Chartered Accountants.) 

20. What particulars must the prospectus of a company now contain with 
respect to: (a) Shares and debentures previously issued ; {h) Names of vendors; 

(c) Material contracts? Who is included under the term “vendor” for this 
purpose? {Incorporated Accountants.) 

21. What do you understand by the term “ Promoter ” ? What is his 
position as regards the company ? 
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22. What are: (a) preliminary contracts, and (fc) preliminary expenses in 
connection with a company ? In what circumstances is a company liable in 
respect of these contracts and expenses ? 

23. Define Vendor in connection with a company. What are the details 
regarding Vendors that must appear in the prospectus ? 

24. The first directors of a company are usually named in the Articles: what 
must be done t)y the directors before such an appointment is valid ? 

25. How ani Directors appointed ? What is their position as regards the 
company ? How are their duties and remuneration defined and fixed ? 

26. State what you know as to the use by a company of its Common Seal. 
When may a company have an Official Seal, and what is its purpose ? 

27. Distinguish between Underwriting Commission and Commission on 
placing Shares and define your duties as auditor with regard to each. ( 7 w- 
coyporated .Accountants.) 

28. In w'hat circumstances, and subject to what conditions, may com¬ 
missions for underwriting be paid ? (Chartered Institute Secretaries.) 

29. The O.L.M. Co., Ltd., w^as formed with a capital of ;fioo,ooo in £j shares, 
the whole amount being issued to the public. The underwriting was as follows: 

A, 35,000 ; D, 20,000 ; C, 30,000; D, 10,000; K, 2,000; K, 3,000. 

All marked forms w'ere to go in relief of the underwriters whose name they 
bear. 

Tlie applications on forms marked by the underwriters were: A, 10,000; 

B, 20,000; C, 22.500: D. 7,500; E, nil; F, 5,000. 

Applications for 20.000 shares were received on forms not '* marked." 

Draw up a statement showing the number of shares each underwriter had to 
take uf). (Chartered Accountants.) 

30. What are the " powers and duties of auditors ’* under the Companies 
Act, 1948? 

31. ('an the directors of a limited liability company fix the remuneration of 
the auditors, or must the same be approved by the members in general meeting ? 
Comment hereon. 

32. If a person other than a retiring auditor to a limited company is nominated 
for the appointment, what formalities arc necessary according to Section 159 of 
the Act of 1948 ? 

33. What is meant by " Allotment of Shares " ? When and how does an 
allottee become a member of the company ? (Royal Society Arts.) 

34. The Articles of Association of a company permit the directors to receive 
from shareholders payment in advance of their calls, allowing them interest on 
such advances. Is such interest necessarily dependent upon profits, and how 
should interest due and paid under such an arrangement be treated in the Profit 
and Loss Account ? (Chartered Accountants.) 

35. What are Share Warrants } Wliat rights are conferred by statute on the 
bearers of such w’arrants ? (Chartered Accountants.) 

36. Explain the terms: (i) Nominal Capital; {2) Issued Capital; {3) Sub¬ 
scribed Capital; (4) Paid-up Capital; (5) Unpaid Calls. Illustrate your answer 
by showing how tliese items are stated in the balance sheet of a limited company. 
(Chartered Institute Secretaries.) 

37. Explain the meaning, and contrast the advantages, of the following 
classes of Shares: Preference Shares; Cumulative Preference Shares; Ordinary 
Shares; Participating Ordinary Shares; Founders’Shares. (Royal Society Arts.) 

38. Explain the following classes of shares: (1) Ordinary; (2) Cumulative 
Preference ; (3) Deferred Ordinary; (4) Management; (5) Founders*. (Chartered 
Institute Secretaries.) 

39. Define the following: (a) Ordinary Shares: (6) Ordinary Stock ; (r) Cumu¬ 
lative Preference Shares; (tf) Debentures. 

40. What is a " Cumulative Preference Share *' ? The A B Company is three 
years in arrear with the dividends on its 1,000 6% Cumulative Preference Shares 
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of £j each. Would this fact affect the annual accounts? If so, how ? {Royal 
Society Arts.) 

41, What is a Debenture ? Give a draft of the principal terms and conditions 
which might be expected to be found contained therein. 

42. What is usually the primary object, and what are the principal advantages 
of collaterally securing debentures by a trust deed ? {Chartered Accountants.) 

43. What is a Floating Charge ? How far is it liable to be postponed to the 
rights of ot/ier creditors ? (Royal Society Arts.) 

44. In Avhat circumstances may debentures be rc-issued by a company after 
they have been paid off or purchased by the company ? (Chakered Accountants] 

45. A company issues 8"; Notes. How do these differ from 8% Debentures ? 

46. State tlie circumstances in which interest may be allow'ed on calls paid in 
advance, and give the entries necessary to record such interest in the books of a 
limited company. {Royal Society Arts.) 



Chapter X 


LIMITEI) COM PAX IIL^—Continued 
Statistical Records, Etc. 

[Note .—All references are to the Companies Act, 1948, unless otherwise 
statod/J 

Besides the ordinary double-entry records that are necessary for the 
preparation of true accounts of all income and expenditure, and of the 
assets and liabilities of a limited company, there are certain other 
books, registers, and records that a limited company is, by Statute, 
bound to keep, and still others which, by reason of their constitution 
and management, limited companies have found it convenient to 
keep. In addition, there are sundry documents, returns, notices, etc., 
which a limited company must, by Statute, file with the Registrar of 
Companies. Eurther, while the business which a particular company 
exists to carry on is transacted on behalf of the shareholders 
by the Directors, the control of a limited company vests in the general 
body of shareholders. The acts of the Directors, meeting as such, 
must, by Statute, be duly recorded in Minute Books, and the control 
of the shareholders over their business must be exercised in the manner 
prescribed by Statute. These matters are briefly dealt with in this 
chapter. 

Statutory Books and Documents, other than Books of Account.— 

(1) Register of Members containing the particulars set out in S. no, 
and Index thereto, if the members exceed fifty and the Register is not 
Alphabetical (S. in). 

(2) A record consisting of copies of the Annual Return, which 
must appear in a separate part of the Register of Members, giving the 
particulars required by S. 124. 

(3) Minute Books to record proceedings at General and Extra¬ 
ordinary Meetings of the Company, and at the meetings of Directors 
or Managers (S. 145). 

(4) Register of Directors and Secretaries (S. 200). 

(5) AVg/s/cr of Charges (S. 104). 

(6) In addition to the register of mortgages, a copy of every instru¬ 
ment creating any mortgage or charge must be kept (S. 103). 

Non-Statutory Books.— 

(i) Agenda Book. —One of the secretary's duties is to draw up in 
orderly form the various items of business to be transacted at Directors' 
and Shareholders' meetings. These agenda, i.e. things to be done, are 
entered on the left-hand page of a book, the right-hand page of which 
is left blank for the chairman to enter his own remarks regarding any 

319 
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particular item of business transacted. In many cases the agenda are 
typed on loose sheets wiiicli can be destroyed when the fair-copy minutes 
Jiave been signed. 

(2) Call Book {see p. 362). 

(3) Debenture Interest Book {see p. 400). 

(^) Directors* Atiendance Book. —This, as the name implies, is a 
book in which each Director present at any particular meeting signs 
his name or initials as evidence of his presence at that meeting. 

(5) Dividend Book {see p. 376). 

(6) Register of Allotment Sheets {sec p. 293). 

(7) R^'gister of Allotment Returns {see p. 294). 

(8) Register of Certijicufions and Balance Tickets {see p. 340). 

(9) Register of Debenture Holders {see p. 333). 

(10) Register of Debenture Stock Holders. 

(11) Register of Foveers of Attorney. —In this register, brief par¬ 
ticulars are recoixkid of the grantors and holders of these instruments 
and the dates on which the\' expire. Unless such instruments are 
registered w^ith the coinpan\’, acts purporting to be done under them 
will not be recognised. Companies usually charge a fee of 2S. 6^/. for 
registering these documents. 

(12) Register of Probates {see p. 334). 

(13) Register of Sealed Documents {see p. 335). 

(14) Register of Share Certificates. 

(15) Register of Stock (where stock is issued or shares are converted 
into stock). 

(16) Register of Stockholders p. 332). 

(17) Register of Transfers {see p. 336). 

(18) Transfer Tee Cash Book {sec p. 337). 

Summary of Documents to be Filed with the Registrar.— 

(1) Memorandum of Association (S. 12). 

(2) Articles of Association (SS. 6 and 12). 

(3) Declaration as to Compliance wath Regulations (S. 15 [2], and 
S. 109 [i] {d) or S. 109 [2] (c)). 

(4) Statement of Nominal Capital. 

(5) Annual return of Capital, Members, and Directors (SS. 124 
and 127), with certificates from Private Companies (S. 128, and, in the 
case of an “ Exempt Private Company ** the further certificate required 
by S. 129 [I] (6)). 

(6) Nature of Consolidation of Shares, or conversion of shares into 
stock, or reconversion of stock into shares, or subdivision of shares, or 
redemption of redeemable preference shares, or cancellation of shares 
(S. 62). 

(7) Returns as to Increase of Capital or of Members (S. 63). 

(8) Reduction of Capital (SS 66 and 69). 

(9) Notices of Situation of, or change of. Registered Office (S. 107), 
Situation, or change, of office where a Dominion Register, if any, is 
kept (S. 119). 

(10) Statutory Report (S. 130). 

(11) Copies of Special or Extraordinary Resolutions (S. 143). 
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(12) Coj)y of Register of Directors and Secretaries and notification 
of changes therein (S. 200). 

(13) List of Directors, and Consent of Directors to act, and under¬ 
takings to take qualification shares or statutory declaration that the 
requisite shares are registered in the names of the Directors (S. 181). 

(14) Prospectus (S. 41) or Statement in Lieu of Prospectus (S. 48). 

(15) Actual contracts, or. if not in writing, Particulars of Contracts 
in respect of Shares issued otherwise than for Cash (S. 52). 

(16) Returns of Allotments (S. 52). 

(17) Particulars of Charges (SS. 95, 96 and 97). 

(18) Memorandum of Satisfaction of Mortgage or charge and 
declaration verifying same (S. 100). 

(19) Statement of C’ommission j)aid on issue of Shares (S. 53). 

(20) Office Copy of Order of ('ourt sanctioning compromises, 
arrangements, reorganisation of Ca])ital, etc. (S. 206), or for facilitating 
reconstruction and amalgamation (S. 208). 

(21) Printed co])y of Memorandum where objects have been altered, 
with copy of order of Court (S. 5). 

(22) Special statement in lieu of prospectus where private corn])any 
ceases to be such (S. 30). 

(23) Copy of Order of Court regarding variation of Shareholders* 
rights (S. 72). 

(24) Notice of iipp(iintinent of Receiver or Manager (S. 102). 

(25) Notice of rectification of Register of Members on Order of 
Court (S. 116). 

(26) Copies of ICalance Sheet, Auditor’s Report, etc. (S. 127). 

(A^ok .—The documents reciuired to be filed on winding-up are not 
included above.) 

Register of Members.- —Persons may become members of a company 
by: (rt) Signing the Memorandum, (b) Applying for and being allotted 
shares, (c) Transfer of shares by an existing member. The shares of a 
deceased member vest in, and may be transferred by, his executor or 
administrator; the shares of a bankrupt vest in and may be transferred 
by the Trustee. 

Every company must keep, in one or more books, a register of its 
members and enter therein the following particulars:— 

(^i) Names, addresses, and occupations of the members, and a 
statement of the shares lield by each member, distinguishing each 
share by its number, and the amount paid or agreed to be considered 
as paid on the shares of each member, or the amount of stock held 
by each member. 

(6) The date at which each person was entered in the register as 
a member. 

(c) 'J'he date at which any person ceased to be a member. 

There is no statutory form of register, but the form illustrated on 
p. 323 complies with modern usage. It combines the Members* 
Register with the Share Ledger. It is a convenience to keep separate 
registers for each class of share issued—Ordinary, Preference, etc. In 
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the case of small companies, the Transfer Register is included in the 
Members* Register. The register must date from the registration of 
the company, but pending the preparation of the complete register the 
Application and Allotment Sheets may be regarded as fulfilling 
temporarily the requirements of the Statute. I he register may be 
contained in as many separate books as may be necessary. If the 
number of members is at all substantial, certainly if it is more than 
fifty, it is most strongly recommended that the register should be in 
loose-leaf form and kept alphabetically: this saves the necessity of an 
index, speeds reference, facilitates the removal of dead matter, and also 
saves the necessity of compiling an index to accompany the Annual 
Return. 

The date of entry should be the actual date on which the entry 
was made in the register (since a person is not a member until his name 
is entered in the register), or the date of transfer. The date of ceasing 
to be a member should be the date when the transfer was passed by 
the Directors. 

With the exception of notifications received from the Public Trustee, 
no notice of any trust shall be entered on the register, or be receivable 
by the registrar in the case of companies registered in iMigland (S. 117, 
and Public Trustee Act, 1906, S. ii). 

Index of Members. —Every company having more than fifty members 
must, unless the register of members is in such a form as to constitute 
in itself an index, keep an index of the names of members (S. in). 
The index may be in the form of a card index. 

Inspection of Register. —The register must be kept either at the 
registered office of the company or at the office where the work of 
writing it up is done (whether that office belongs to the company itself 
or to some other person). The Act thus recognises the modern practice 
of having the work of writing up the register done by a ]:>rofessional 
registrar, who often undertakes the care of the registers of numerous 
companies, quite independent of each other. The register must be 
open for inspection for not less than two hours per day during business 
hours by members free of charge, and by the general public on payment 
of IS. or such less sum as the company prescribes (S. 113). A company 
may, on giving due notice by advertisement, close its register for a 
total period not exceeding thirty days in the year (S. 113). Usually, 
registers are closed for fourteen days prior to the Annual General 
Meeting for the purpo.se of preparing the dividend and voting lists. 

Companies whose objects comprise the transaction of business in 
a dominion may, if so authorised by the Articles, keep their Dominion 
Branch Registers in that Dominion, but duplicates of such registers 
must also be kept at the place where the company's principal register 
is kept. 

Any person may demand a copy of the register, or of any part there¬ 
of, on payment of 6 d. per 100 words, or fractional part thereof. Such 
a copy must be sent to the person demanding it within ten days after 
the demand is received by the company (S. 113 [2]). 

Posting Share Register. —This is done from the Application and 
Allotment Sheets etlready described, and from the Call Book for the 



COMBINED REGISTER OF MEMBERS AND SHARE LEDGER. 

Name. Date of entry as a member . 

Address . Date of ceasing to be a member 

Description . 
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subsequent calls. From these sources, the names, addresses, occupa¬ 
tions, number of shares with their distinctive numbers, of each share¬ 
holder are obtained, and also the amounts due on apjdiccition, allotment, 
and calls. These amounts furnish the dchii eigainst each shareholder. 
The Cash Book (or Shareholders’ Cash Book, or loose Application and 
Allotment Sheets, if the issue be a lar^e one) i^jives details of the pay¬ 
ments made by shareholders (application, allotment, first cidl, etc.) 
and the posting of these particulars completes the credit side of the 
Share Register. Shares subsequenth' sold and transferred will be 
posted from the Transfer Register, or Transfer (iuard Book, to the 
relative accounts of the old and new shareholders, 'hhe accuracy of 
the Share Register can be tested at any time, seeing that the detail 
balances should tally with the amount of capital the company has 
called up /ess calls in arrear ^lus calls paid in advance. 

Annual Return.— It has already been stated p. 300) that an 
initial return must be made of a company’s subscribed capital, and of 
any increases thereof. In addition, every comj^any having a share 
capital must, once in every year, forward a return called tlie Annual 
Return (S. 124). The particulars to be included in this return are 
specified in Part I of the Sixth Schedule, and the return is to be as 
nearly as possible in the form set out in Part II: this form is in six 
sections, as follows:— 

1. Address of the Company’s Registered Office. 

2. Situation of Registers of Members and Debenture Holders. 

3. Summary of Share Capital and Debentures (this part of the 
return is illustrated on p. 32O). 

4. Particulars in Indebtedness (tliis is the total amount of all 
mortgages and charges which are required to be registered). 

5. List of Past and Present Members (for details see below). 

6. Particulars of Directors and Secretaries (sec p. 327). 

In the case of a private company, the return must be accompanied by 
certificates, signed by a director and the secretary, stating that: (1) the 
company has not since the date of the last annual return issued any 
invitation to the public to subscribe for shares or debentures, and 
(2) that the excess of the number of members over fifty consists wholly 
of present employees or of past employees who became members w'hile 
they were employees. In the case of an Exempt Private Company, 
the secretary and a director must certify that the conditions set out 
in S. 129 (2) have been complied with (see p. 269), and except in the 
case of an Exempt Private Company the return must be accompanied 
by copies of all accounts laid before the company during the j)criod to 
which the return relates and the reports of the directors and the 
auditors. All these must be certified as being true copies. 

The List of Past and Present Members need only be in its complete 
form in one year in every three (an innovation introduced by the 1948 
Act). The complete form calls for a list of the names and addresses of all 
persons who, on the fourteenth day after the company’s Annual 
General Meeting for the year, either were then members or had ceased 
to be members since the date of the last return (or in the case of the 
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[Form No. 6a. 


Number of Company. 

THE COMPANIES ACT, 1948 


FORM OF ANNCAL RETURN Ol' A COMPANY HAVING A SHARE 


CAPITAL. 


As required by I’art IV of the Companicis Act, iq.pS 
(Section 124). 


A Companies 
Kef'istration 
Fee Stamp 
of 5s. 
must be 
impressed 
here. 


ANNITAL RKTITRN of . l.IMITED, MADE UP TO 

THE .DAY OF ., 10... (liKING THE FOURTEENTH DAY AFTER 

THE DATE OF THE ANNUAL GENERAL MEETING FOR THE YEAR iq...). 


Situation of Registered Off-ice. 

The address of th*- Registered Office of the Company is.. 


Situation of REciisTEK of 
Mem HERS. 

'Die address of the place at wliicli the Registej of 
Members is kept (if other than the Registered Office 
of the Company) is .... 


Situation of T^egister of 
] )eht:nture-1Iolders. 

'I he address of the place in Great Britain, other 
than the Registered Office of the C’fimpaiiy, at 
which is kepi anv Register of holders of Debentures 
of the Company or any duplicate of anv such 
Kegistei oi part of any such Register which is 
kept outside Great Britain is . 


CERTll'ICATES APPROPRIATE TO A PRIVATE COMPANY 

ONLY. 

A. ( ertificate to be given by a Director and the Secretary of 
EVERY PKiVATii: ('oMPANY (whether an Exempt Privcite Company 
or not).* {I'hc Sii^naiarcs of tu'o st parate prrsons arc required.) 

XUC Certify that the Coinpanv ha.s not since the date of t[the incor¬ 
poration of tlie ConijKuiy'the la.st Annual Return i issued any invitation 
tf) the public to sul)s(:ribe for any Shares or Debentures of the C'ompanyL 

Si Cine d . Si^^ned . 

Direcior. Secretary. 

t In ihe case of the first Return strike out the second alternative. In ihe case of a second or subsequent 
Return strike out the first alternative. 


B. h'URTHER ( ERTIFICATE TO BE GIVEN AS AFORESAID IF THE NUMBER 
OF Members of the Company exceeds fifty. 

TilllC CcrttlA? tluit the excess of the number of Members of the Company 
over tifty^ consists wholly’^ of pcr.sons wIk), under Paragraph (h) of Sub- 
Section (i) of Section jS of the Com]>anics Act, 1948, are not to be 
included in reckoning the nunil)er of fifty. 

5 igned . 5 igticd . 

Director. Secretary. 

* If the Company is an Exempt Private Comi’any the additional Certificate (C) on page 5 must be 
completed. 

Note.- A BarikinK Cfunpany, in order to avail itself of the benefit of Section 432 of ITie Companies 
Act, 1948, must add to this Return a statemtnit of the names of the several places w'here it carries on 
business. 

The Return must be signed, at the end, by a Director and the Secretary 
of the Company. 
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SUMMARY OF SHAKE CAPITAL AND DEBENTURES* 

(A) Nominal Share Capital /. 


S umber. 


Class. 


Divided ikto- 


. shares of /.each 

. shares of /;.each 

. shares of i .each 

. shares of /.each 

(B) Issued Share ('apjtal and Debentures.* 

Note : • The reference to ** Debentures ” relates to paragraphs 12 and 13 only. 


X. Number of shares of each cl.ass taken up to the date of this return I 
(w'hich number must agree with the total shovm in the list as held by > 
existing members). J 

2. Number of shares of each class issued subject to payment wholly 
cash. 




.V umber. Class. 

.shares 

.shares 

. shares 

.shares 

. shares 

.shares 

.shares 

.shares 

.shares 

. shares 

.shares 

.shares 

paid up for a c.onsi<leralion other than cash I \ issued as paid up to the extent of /,.per share 

and extent to which each such share is so [ / shares 

paid up. J I issued as paid up to the extent of . jwr share 

f shares 

t issued as paid up to the extent of £ .per share 

f shares 

issued as paid up ti,» the extent of £ .per share 

shares 


3. Number of shares of each class issued as fully paid up for a considera¬ 
tion other than cash. 

Numl:>er of shares of each class issue/l as partly 'I ( 

. h I 1 i« 


5. Number of shares {if any) of each class issued at a discount. 


6. Amount of discount on the issue of share.s which has not been wTitten \ 

off at the date of this return. J 

£ .per share on 

7. Amount called up on number of shares of each class, i.per share on 

£ . per share on 

/. ix!r share on 

8. Total amount of calls received, including payments on application and 1 

allotment and any sums received on shares forfeited. | 


Sumber. 


. £.... 

Class. 


. shares 
. shares 
shares 


. shares 
. shares 
. shares 
. shares 


9. Total amount (if any) agreed to be considered as'j 
paid on number of shares of each class issued as 

fully paid up for a consideration other than f . 

cash. J 

10. Total amount (if any) agreed to be considered asS 

paid on number of shares of each class issued as I £.on 

partly paid up for a consideration other than | 
cash. J 

XX. Tofaf amounf of calls unpaid ....... 

12. Total amount of the stims (if any) paid by way of commission in respect \ 

of any shares or debentures. ) 

13. Total amount of the sums (if anv) allowed by way of discount in respect i 

of any debentures since the date of the last return. f 


Number. 


■ £ . 

Class. 


Z4. Total number of shares of each class forfeited 


{: 


Number. 


• I . 

. £ . 

. £ . 

Class. 


. shares 
. shares 
. shares 
. shares 
. shares 
. shares 
. .shares 
. shares 


15. Total amount paid (if any) on shares forfeited 

16. Total amount of shares for which share warrants to bearer are outstanding. 

17. Total amourU of share warrants to bearer issued and surrendered ) Issued . 


. shares 
. shares 
. shares 
. shares 


respectively since the date of the last return. 

18. Number of shares comprised in each share warrant to bearer, specifying i 
in the case of warrants of different kinds, particulars of each kind, j 


£■■ 


Surrendered . £.. 


Particulars of Indebtedness. 

19. Total amount of indebtedness of the O/inpany in resp^t of all mortgages and charges* 
which arc required (or, in the case of a Company registered in Scxrtland. which, if the 
Company had been registered in England, would be required) to be registered with >■ £. 
the Registrar of Companies under The Companies Act, 1948, or which would have 
been rcauired so to be registered if created aftej ist Tulv. xcjo8. 
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CERTIFIED COPY OF ACCOUNTS. 

Except where the Company is cither an Exempt Private Company as by ^cUon X29 (4) of The 

Companies Act, 1948. which sends with this Return a f 

Assurance Company which has complied with the provisions of 7j4) of lbe A^mnce 

Act, 1909, there must be annexed to this Ketuni a wntten copv, certified both b\ a Director and by the 

Secretary of the Company to be a true copy, of every EJalance ^heet laid before the Coiiipany in General 


that Balance Sheet a translation in English c...-j, . - 

manner to be a correct translation. If any such Balance Shet‘t as aforesaid or d<.)cuinent required by law 
to be annexed thereto did not comply with the requirenients of the law as m force at the date of the audit 
with n!spt*ct to the form of Balance Sheets or documents afor<?said, as the case may be, there niust be made 
such adciitioris to and corrections in the copy as would have been rnjuired to be made m the Jtalance Sheet 
or document in order to make it comply with the said requirements, and the tact that the copy has been 
so amended luust be stated thereon. 

Either Certificate “ C " or CtKrii iCATL “ 1> ’* opposite should be signed. 



(C) Additional Certificate to be given in the case 
of an Exe.mpt Private Company by the per¬ 
sons signing the Certificates on page 1. 

D^eCertif]^ that, to the best of our knowledge 
and belief, the conditions mentioned in Sub-Section 
(2) of Section 129 of The Companies Act, 1948, are 
satisfied at the date of this Return and have been 
satisfied at all times since.• 

{Signed) . Director. 

(Signed) . Secretary. 

* Insert “ ist July, 19418 " (the date of the com¬ 
mencement of The Companies Act, 1948), or, if the 
Company was registered after that date, the date on 
which it was registered, or, if the proviso to Section 
129 (1) has effect in relation to the Return, the time 
at which it was shown to the Board of Trade that 
the conditions mentioned in the Certificate were 
satisfied. 


(I.>) {77i^ Signatures of two separate persons are 

required on Certificates (C) and (D).) 

lUc Ctrtlfp that there is annexed hereto a true 
copy of every Balance Sheet laid before the Com¬ 
pany in General Meeting during the period to 
which this Return relates (including every dtKu- 
ment required by law to be annexed to the Balance 
Sheet) and a true copy of the rejiort of the Auditors 
tin, and of the report of the Directors accompany¬ 
ing, each such Balance Sheet. 

(Signed) . Director. 

(S igneU) . Secretary, 

T'he Balance Sheet referred to above should be 
identified by writing thereon- “ This is the copy 
referred to in the annexed Certificate (D) ” and 
.signed as above. 
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first return), since the company's incorporation. The list must either 
be in alphabetical order or suitably indexed and must state:— 

(1) as regards existing members, the number of shares held by 
each at the date of the return, and 

(2) as regards both past and present members, the numbers of 
shares transferred since the date of the last return, specifying the 
dates of registration of all the transfers in question. 

S. 124 (i) (r) provides, however, that if a full return (as above) has 
been made in cither of tlie two immediately preceding years the list 
need include onl}^ persons who have either become or ceased to be 
members since the date of the last return and all changes in share¬ 
holdings since tliat date, i.r. any member whose holdings have remained 
unchanged during the year may be omitted and, as regards a person 
who was a member a year ago but who has parted with a part of his 
holding, only particulars of the shares transferred need be shown. 

Transfers of shares since the last return are recorded against the 
name of the transferor only, not the transferee, though the name of 
the transferee may be desired to be noted in the remarks ” column. 
In the case of a “ full return, the column in which is entered the 
numbers of shares held at the date of the return must be added up and 
the total must agree with the total issued capital of that class. In 
the event of there being different classes of shares, either the columns 
may be subdivided as appropriate, a separate subdivision to each class 
of capital, or each class may be dealt with in a separate list. The 
information required by the Act, and the fonn in which it is presented, 
including the " full ” list of members, is illustrated on pp. 325-329. 

A copy of the return as filed is made at the end of the Register of 
Members, but in large companies a duplicate copy is usually made on 
the official Form 6 a used for the return, and is then bound up with 
previous retunis in book form. 

No return need be filed after the statutory meeting. 

Minute Books. —By S. 145 every company shall cause minutes of 
all proceedings of general meetings and of its directors or managers to 
be entered in books kept for that purpose. Any minutes made therein 
purporting to be signed by the chairman of the meeting, or by the 
chairman of the next succeeding meeting, shall be evidence of the 
proceedings. Until the contrary is proved, every meeting whereof 
minutes have been so made shall be deemed to have been duly held and 
convened, and all proceedings had thereat to have been duly had, and 
all appointments of directors, managers, or liquidators to be valid. 

Eminent counsel have advised that the words Books of the 
Company " to which, under S. 162, auditors have right of access, 
include the Minute Books and Letter Books. 

The minute books of general meetings are open to the inspection 
of any member during business hours, subject to such reasonable 
restrictions as the company may by its articles or in general meeting 
impose, but so that no less than two hours in each day are allowed 
for inspection. Any member may obtain a copy at a charge not 
exceeding 6 d, per hundred words (S. 146). 
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Register of Directors and Secretaries. —S. 144 of the 1929 Act 
required a company to keep a “ Register of Directors " in which had 
to be recorded statutory particulars regarding the directors and 
managers. The corresponding provisions in the 1948 Act (S. 200) are 
somewhat different. There is no longer any requirement as to the 
inclusion of managers (that is to say, of course, managers who are not 
directors), and the company’s secretary must now be included. The 
particulars required to be recorded arc, as regards each director, his 
full name, usual residential address, nationality, business occupation, 
and particulars of any other directorships he holds; also, in the case 
of a company to which S. 185 applies (see p. 283), the date of his birth. 
Particulars of other directorships need not include directorships in a 
company of which the company in question is a wholly owned subsidiary 
or which is itself a w^holly owned subsidiary of the company in question. 
As regards a secretary, the necessary particulars are his full name and 
usual residential address. A copy of the register must be sent to the 
Registrar within fourteen days of the appointment of the first directors, 
and on any change occurring (as regards directors or secretaries) the 
Registrar must be notified of the change within fourteen days. 

Register of Charges. —By S. 95, every mortgage or charge created 
by a company: (<?) for the purpose of securing a debenture issue; 
or (b) on uncalled share capital; or (c) by an instrument which, if 
executcfd by a private person, would n^cjuire to be registered as a 
bill of sale ; or (rf) on any land or interest therein; or (e) on any book 
debts; or (/) being a floating charge on the undertaking or property 
of the coni])any; or (g) a charge on unf)aid calls; or (/i) on a ship or 
any share in a ship; or (/') on goodwill, on a patent or licence under a 
patent, on a trademark, or on a copyright or a licence under a copyright, 
is void as a security against the liquidator or any creditor of the com¬ 
pany unless the instrument (if any) and prescribed particulars of the 
mortgage or charge is delivered to the Registrar for registration within 
tw’enty-onc da3^s after the date of its creation. That is, in the event 
of liquidation, or against an execution creditor, the lenders under an 
unregistered mortgage or charge are merclj’^ unsecured creditors. But 
on failure to register, the mone^-s secured by STich a mortgage or 
charge immediately become paj^ible. 

The Regi.strar must keep in the prescribed form a register for each 
company of such mortgages and charges, and enter therein the date of 
creation of every such mortgage or charge, the amount secured by it, 
short particulars of the property mortgciged or charged, and the names 
of the mortgagees or persons entitled to the charge (S. 98 [i]). This 
Register forms part of the company’s file at Bush House, and anyone 
may inspect it on payment of is. (S. 98 [3]). 

The Registrar must give a certificate of any mortgage or charge 
registered by him, and this certificate is conclusive evidence that the 
requirements of the Act as to registration have been complied with 
(S. 08 [2]). 

By S. 104, every limited company must keep a register of mortgages 
and enter therein all mortgages and charges specifically affecting 
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property of the company and all floating charges, giving in each case 
similar particulars to those the Registrar is required, by S. 98 [i], to 
enter in his register. A form of this register is shown on p. 332. 

This company's register, together with copies of instruments 
creating any mortgage or charge, must be kept open for inspection at 
all reasonable times by any creditor or member of the company with¬ 
out charge, and the register itself for the inspection of any other person 
at a fee not exceeding is. per inspection (S. 105). 

It will be seen that the registration of mortgages or charges is a 
double one: registration both by the company and the Registrar. 
The object of registration is to ensure that the creditors of a coinj)aiiy 
get due notice of the creation of all charges on the cornjvany’s assets. 
When a charge is paid off, a Memorandum of Satisfaction in the pre¬ 
scribed form should be tiled with the Registrar, who w'ill duly note the 
fact (S. S4). 

Register of Stockholders.—W'here stock has been issued it is 
necessary to keep a register of tlie holders, and of the shares converted 
into stock (see p. 333). 

Register of Probates.—This is a Register used to record brief details 
of probates and letters of administration, etc., respecting the estates 
of deceased shartdiolders. A fee of 2s. 6^/. is usually charged by 
companies for registration. 

Register of Debenture Holders.—Rather surprisingly, the Act does 
not make the keeping of this register compulsory, though it is the 
almost universal practice to do so. S. 86 provides that if a register 
is kept it must be kept either at the registered office or at “ the office 
at which the work of making it up is done "; if a company registered 
in England keeps a register, that register must be in England, and 
similarly for Scotland. The Register contains particulars of the 
names and addresses of the debenture holders together with particulars 
of their holdings. If the debentures are not fully paid, the Register 
must contain accommodation for the cash transactions between the 
company and the holders. If kept, the Register is open to inspection 
by debenture holders and shareholders, and copies may be demanded 
on payment of the prescribed fee. Any debenture holder or share¬ 
holder may obtain a copy of any trust deed securing debentures on 
payment of the prescribed fee (S. 87). A form of this Register is 
shown on p. 333. 

The Register of Debenture Holders is posted from the Debenture 
Application and Allotment Sheets, and from the Debenture Cash Book, 
or, in small issues, the Cash Book proper, (dianges of ownership are 
recorded in, and posted from, the Debenture Transfer Register (Transfer 
Guard Book), This latter register is similar in principle to the Share 
Transfer Register and need not be illustrated here. 

Register of Debenture Stockholders.—If debenture stock has been 
issued, a register identical in principle to the Stock Holders Register 
given on p. 332 must be kept. Columns are provided in this register 
for details of the debenture stock acquired, number of the certificate. 
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stock transferred or redeemed, and for showing the balance of stock 
still held. 

Register of Sealed Documents.—In this register are recorded brief 
details of all documents that have been sealed by the company (see 
p. 283). 

Register of Transfers.---A Register of Transfers is not compulsory, 
except in the case of Parliamentary companies, but it is necessary that 
a proper record should be kept of all transfers accepted by the company. 
A form of Register is given on p. 336. 

Separate registers should be kept for each class of share. In small 
companies provision is usually made for the Register of Transfers at 
the end of the Share Ledger. 

It is, perhaps, more usual in these days to keep a Transfer Guard 
Book, in which the actual transfer deeds are pasted in numerical order, 
rhe numbers of the old and new certificates, the distinctive numbers 
of the shares, and the folios of the members are noted on the transfer, 
and the posting is then made direct from the deeds to the Share 
Register. Another modern practice is to file transfers in a loose-leaf 
binding case. Debenture transfers are dealt with on precisely similar 
lines to share transfers, and no further illustration need be given. 
Separate registers must be kept for each class of share or debenture. 

Share and Stock Transfers.—All securities can be transferred on 
sale whether they be inscribed, registered, or bearer securities, although 
in the last-mentioned case ownership usually passes by mere delivery. 
Every member of a limited company has a statutory right to transfer 
his shares subject to any restrictions on transfer imposed by the 
Articles, In private companies there must be such restrictions. In 
the absence of power in the Articles, directors have no right to refuse 
to register transfers (Weston $ Case [L.R. 4 Ch. 20]). Where dis¬ 
cretionary power exists, Directors may decline to register transfers 
without giving any reason. But such powers must be exercised for 
the benefit of the company and not for individuals (Bennett’s Case 
[1854]). ^he Stock Exchange will not grant a quotation to any 
company possessing power to refuse transfers. 

In connection with transfers, Lindley, L.J., in Taylor, Phillips & 
Rickard’s Case [1897], .said: The word share does not denote rights 
only—it denotes obligations also; and when a member transfers his 
share he transfers all his rights and obligations as a shareholder as from 
the date of transfer. He does not transfer his rights to dividends * or 
bonuses already declared, nor does he transfer liabilities in respect of 
calls already made; but he transfers his rights to future payments and 
his liabilities to future calls.'' 

On the death of a shareholder, his shares automatically pass to his 
executor or administrator as personal estate. The estate is liable for 
uncalled liability, but the executor is under no personal liability unless 

* But shares transferred on the Stock Exchange after the dividend has been 
declared or paid but before such shares are, by the Stock Exchange Rules, 
quoted ex div., transfer to the purchaser the right to the dividend, which must be 
paid over to him by the vendor. 
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he requests to be placed on the register {Buchan's Case [1879]). For 
these reasons executors very rarely register,* as, in their representative 
capacity, they can execute transfers upon sale of the shares after 
registration of probate with the company. On the death of a joint 
holder, the shares vest in the survivor, and a death certificate will be 
accepted by the company as sufficient evidence. On bankruptcy, the 
debtor's shares arc in the disposition of the trustee, who can transfer 
them on the same conditions as the bankrupt could have done, or he 
can disclaim any shares on which there is a liability for uncalled capital. 

Form of Transfer.—A transfer must be in writing (S. 75). The 
particular form of transfer prescribed by the company's Articles must 
be used. Sometimes the form of transfer is set out in the Articles 
(Table A, clause 18, gives a form of transfer). In the great majority 
of cases, the common form of transfer given on p. 338 is accepted. 

This common-form transfer can be obtained from any law stationer. 
Its use is compulsory if a Stock Exchange quotation is to be obtained. 
( ompanies will not accept transfers which deal with more than one 
class of share. Transfers sent for registration must be accompanied 
by the relative share certificates, and the transfer fee which, usually, 
is 25 . 6rf. per deed. Transfer fees are posted to a Transfer Fee 
Account " in the Ledger, and duly appear, in a single total, on the 
credit side of the Profit and Loss Account. 

Transfer Fees Book ,—In large companies, where dealings in the 
shares are numerous, a Transfer Fees Book, ruled as under, is kept 
to record the receipt of transfer fees. The totals from this book are 
entered at intervals in the Genend Cash Book. In some cases, the 
transfer work is handed over to an outside registrar, in which case 
the fees go to him in whole or part payment for his services. When 
that is so, no entries for transfer fees are made in the company's books. 


TRANSFER FEES BOOK. 


Date. 

No. of 
Transfer. 

Paid by 

i 

1 Amount. 

I 

Remarks. 



i 

1 

i 

1 

j 

€ 

1_ 

s. 

! 


i 

1 


Transfer Stamp Duties.—The rate of duty was increased by the 
Finance Act, 1947, and the scale now in force is as set out below:— 

If the consideration is not more than £25, the duty is 2 s, for each 
£5 or part of £5 of the consideration. Thus duty on £4 would be 
25 .; on £ig it would be 8s.; and on £21, los. 

If the consideration is more than £25 but not more than £300, 
the duty rises by steps of los. per £25 or part of £25 of consideration. 

* In some cases, the Articles empower the directors to compel representative 
holders to register the shares in their own or a nominee’s name. 
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SHARE TRANSFER. 

I, Owen Jones, of Llantrysant, Farmer, in consideration of 
the sum of T'^o thousand pounds paid by Henry Norman, 

of ^754 Cannon Street, E,C., in the City of London, Chartered 
Accountant, hereinafter called the said Transferee, 

S)0 hereby bargain, sell, assign and transfer to the said Trans¬ 
feree :—Two thousand (2,000) fully paid shares of one pound each, 
numbered 72096 to 74095 inclusive, of and in the undertaking 
called Grant, Wood and Company, Limited. 

Co bOlD unto the said Transferee, his Executors, Administrators 
and Assigns, subject to the several conditions on which I held 
tile same immediately before the execution hereof; and 1 the 
said Transferee do hereby agree to accept and take the said 
Shares subject to the conditions aforesaid. 

our Hands and Seals, this fifth day of March, in the 
Year of our Lord One thousand nine hundred and 


8 


Signed, sealed, and delivered, by the above 
nauK^d Owen Jones, in the presence of 

^Signature,* Michael MacgillicudJy. 

< Address, Llantrysant, Wales. 

LOccupation, Farm Bailiff. 

Signed, sealed, and delivered, by the above 
named Henry Norman, in the presence of 

rSignalure,* N. Howell. 

< Address, 1754 Cannon Street, London, F..C. 
l.Oa:upatiou, Audit Clerk. 

Signed, sealed, and delivered, by the above 
named.in the presence of 

^Signature • .. 

< Address . 

(^Occupation . 

Signed, sealed, and delivered, by the above 
named.in the presence of 

^Signature • . 

< Address . 

(^Occupation .. 


Owen Jones. 


H. Norman. 






Note. —The G:)nsideratjou*moncy set forth in a transfer may differ from that which the first .Seller 
will receive, owing to subsales by the original Huyer; the Stamp Act requires that in such cases the Con- 
sideration-inoney paid by the Sub-purchaser shall be the one inserted in the Deed, as regulating the ad 
valorem Duty; the following is the Clause in question :— 

** Where a Person having contracted for the purchase of any property, but not having obtained 
a Conveyance thereof, contracts to sell the same to any other Person, anil the Property is, in conse¬ 
quence, conveyed immediately to the Sub-purchaser, the Conveyance is to be charged with ad valorem 
Duty in respect of the Consideration moving frcjm the Sub-purchaser ”—[54 & 55 Vic., cap. 39 (1891), 
section 58, sub-section 4], 

INSTRUCTIONS FOR EXECUTING TRANSFERS. 

* Wlun a transfer is executed out of Great Britain, it is recommended that the .Signatures be attested by 
H. M . Consul or Vice-Consul, a Clergyman, Magistrate, Notary Public, or by some other person holding a 
public position -as most Companies refuse to recognise Signatures not so attested. When a Witness is a Female 
she must state whether she is a Spinster, Wife or Widow and if a Wife she must give her Husband's Name, 
Address, and Quality, Profession, or Ouupation. The Date must be inserted in Words and not in Figures. 
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Thus duty on £26 would be £i; on £275 it would be £5 los.; on 

£276. £6- 

If the consideration exceeds £300, the duty rises by steps of £i 
for each additional £50 or part of £50 of consideration. Thus duty 
on £301 would be £7; on £350, £7; on £351, £8, and so on without 
limit. 

If however the transfer is made to a body of persons established 
for charitable purposes only, duty is assessed at the rates in force 
before the Finance Act, 1947, took effect, ix. at half the above rates. 

Over £soo, the duty is £i for every additional £50 or fraction 
thereof. Unless these duties are paid within thirty days of execution 
a penalty is incurred. 

If a tnmsfer operates as a gift, or in discharge of a debt, the 
statutory ad valorem duty is payable on a value to be agreed between 
the transferor and the Inland Revenue; and an “adjudication** 
stamp must be impressed, as otherwise the transfer is not duly stamped. 

Nominal Consideration, -NIhevt a transfer is not made on sale or 
gift, c.g, where an executor transfers shares to a legatee to whom they 
have been bequeathed, or a nominee transfers shares to tlie person 
for whom he holds them, it is usual to insert a nominal consideration 
of 10s., and a 10s. stamp only is required. Persons registering a 
transfer not duly stamped are liable to penalties, and such transfers 
will not be accepted in evidence in civil proceedings. 

During and since the war there have been restrictions on the free 
transmission of shares and debentures, even in public companies, such 
restrictions being imposed to prevent the ownership of the shares 
passing into enemy hands, or (more recently) to ensure that the 
ownership remains with persons in the “ sterling area,** Such restric¬ 
tions necessitate the completion of statutory declarations (by recognised 
stockbrokers, etc.) on behalf of both transferor and transferee, the 
forms of such declarations being usually printed on the back of the 
transfer; unless the fonns are duly completed the transfer cannot be 
registered. Similar declarations have to be made whenever bearer 
bonds change hands, and a British bank will not accept the custody of 
any bonds unless the proper declaration accompanies them. 

Liability of Parties to a Transfer.—The Articles usually empower 
the directors to refuse to register a transfer of shares upon which all 
calls have not been fully satisfied. If there are any unpaid calls on 
shares forming the subject-matter of a transfer, the transferor is 
liable until the transfer has actually been registered. Under S. 212, 
there is also a contingent liability after registration. If liquidation 
supervenes within one year of the registration, the transferor is liable 
for unpaid calls as a “ B *' Contributory, if the ** A ** List of Contribu¬ 
tories has been exhausted, and the person to whom he transferred his 
shares fails to meet his liability for the unpaid calls, and debts of the 
company outstanding when the transferor ceased to be a member of 
the company still remain undischarged. 

Scrutiny of Transfers.—All transfers before being passed are care¬ 
fully checked as to date, stamp duty, signatures, witnesses, distinctive 
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number of shares, etc. Alterations must be initialled by all parties. 
As a precaution against fraud, the transferor is usually notified of the 
lodgment of the transfer, and a record of such notifications is kept in 
a Notice of Transfers Lodged Book. If the Directors approve the 
transfer, a resolution to that effect is passed, and the transfer is recorded 
in the Transfer Register or hied in a Guard Book, initialled by the 
chairman, and duly posted to the Share J.edger. In due course a new 
certificate is sealed and forw'arded to the transferee. 

If a company refuses to register a transfer, it must, within two 
months after the date on which the transfer w'as lodged with the 
company, send to the transferee notice of the refusal (S. 78). 

Balance Tickets.—When certificates are lodged embracing more 
shares than are necessary to satisfy a transfer, a Balance Ticket is 
issued to the transferor. Balance Tickets are issued free. They form 
temporary certificates, are accepted on the Stock E.xxhange, and 
enable the transferor to deal with the balance of his holding. In due 
course, they are exchanged, on payment of is. fee, for definitive 
certificates, the old certificates being cancelled. Particulars of such 
transactions are recorded in the Register of Certifications and Balance 
Tickets. 

The usual form of Balance Ticket is as follows:— 


Ravarys, Ltd. 


Received from 


London, 

Spencer House, 

South Place, E.C. 2 , 

. 19 


Share Certificate No. in favour of 


for . shares in the above Company, deposited against a Transfer 

for . shares. 


Balance of shares remaining 


N.B.—Transfer hours: 


(Signed) 


Registrar. 


11.30 to 2,30, Saturdays excepted. 


Blank Transfer.—A blank transfer is a transfer executed by the 
transferor only, no transferee being named, and no date inserted in 
the transfer. Such a transfer attached to the relative certificate is 
frequently deposited as equitable security for a loan—the intention 
being that the transferee shall, when the agreed event happens, fill 
in his name, or a purchaser's, and so complete the document. But it 
is no protection against a fraudulent transferor who, representing to 
the company that the certificate has been lost, obtains a fresh certi¬ 
ficate and then sells the shares. To make the security complete it is 
well for the lender to serve upon the company a Notice in Lieu of 
Distringas. This ensures that, if any attempt is made by the transferor 
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to transfer the shares elsewhere, the company must give to the mort¬ 
gagee notice of the fact. The lender can at any time within eight 
days of the receipt of the notice apply to the Court for an order to 
prevent the transfer. Where a transfer must by the Articles be by 
deed, a blank transfer is useless, for as a deed it is void. In that case 
the borrower should execute a power of attorney, authorising the 
lender to execute a transfer in the borrower's name, to “ sign, seal, 
and by his act and deed deliver " a transfer of the shares. The notice 
in lieu of distringas should also be given. 

Certification.—The transferor, or his broker, may complete the 
transfer form so far as the transferor is concerned, and lodge it with 
the relative certificate at the company's office for “ certification." 
After seeing that the certificate and transfer are prima facie in order, 
the secretary or registrar will then impress on the transfer, by means 
of a rubber stamp, a certificate that a share certificate covering the 
shares to be transferred has been lodged with the company. 


Ravarys, Ltd. 


A certificate of the within mentioned 
Company’s office. 


(Signed) 


shares has been lodged at the 


Secretary. 


The transfer form so certified is accepted by the transferee as 
sufficient evidence of title, since the company retains the share 
certificate. 

In the case of quoted shares, certification may be done by the 
Secretary of the Stock Exchange. 

Forged Transfers.—A transferee under a forged transfer obtains no 
rights over the subject-matter of the transfer. But if acting upon a 
forged transfer, a company issues to the transferee a certificate, then 
any person who acts on the faith of it and suffers damage is entitled 
to be compensated by the company (BloomenihaVs Case [1S97]). The 
true owner of shares transferred upon a forged transfer is entitled to 
have his name restored to the Register as owner of the shares. It 
is not the registration of the transferee's name that gives the right to 
compensation, but the issue of the certificate, which is prima-facie 
evidence of title to the shares, and upon which a person is entitled to 
act. Many companies protect themselves against loss through forged 
transfers by taking out a Lloyd's policy of insurance, or it may build 
up a Fund, under the Forged Transfer Acts, for the purpose. 

Debenture Transfers.—^The transfer of debentures is subject to the 
same regulations, stamp duties, and registration fees as is the transfer 
of shares. A Debenture Transfer Register is kept to record such 
transfers, which are effected on principles identical with those already 
described. Debentures can be transferred only for the fixed sums 
they represent, e.g. £50, £100, etc. Debenture stock, on the other 
hand, can be transferred in any sum. 
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EXAMINATION QUESTION. 

What is a mortgage ? What records are necessary in the case of a limited 
companj' which has mortgaged its freehold property ? (Ro^'al Society Arts.) 

Solution. 

Definition .—A mortgage is a conditional transfer of property made by a 
borrower to secure the repayment of a sura of money at a fixed date, together, 
usually, with interest thereon. In other words, it is security given by a borrower 
of money to the lender to cover a loan. 

SteUisiical Records .—A brief description of the property charged, the amount 
of the charge, and the names and addresses of the mortgagees must be entered 
in the Register of Mortgages kept at the registered office of the company, as 
required by S. 104. Similar particulars must also be sent to the Registrar of 
Companies within twenty-one days for registration in the company's file at 
Bush House (S. 96). 

Financial Records .—The cash received from the lender must be debited, on 
receipt, in the Cash Book, and posted therefrom to the credit of the Mortgage 
Account. Notes should be made as part of the heading of the Account, recording 
the due date, the rate of interest payable, and the dates upon which it is payable. 
Notes shoulci also be made as part of the Ledger headings of the asset accounts 
charged under the mortgage. 

Company Meetings.—Distinctive names are given to the meetings 
which may, or must, be held by limited companies:— 

Statutory Meeting .—This is provided for by S. 130. It is usually 
the first meeting held. Every limited company, other than a private 
company, must hold this meeting (unless limited by guarantee without 
a share capital) not less than one month or more than three months 
from the date when the comp«any is authorised to commence business. 
Fourteen clear days before the meeting, a Statutory Report, in the pre¬ 
scribed form, must be sent to all members, and a copy be filed with 
the Registrar. This report and the procedure at the meeting are 
discussed in detail on p. 413. The object of the meeting is to afford 
shareholders an opportunity to discuss any matter arising out of the 
formation of the company, and the company's prospects. 

Annual General Meeting .—Every company must hold at least one 
ordinary meeting in every calendar year (S. 131). This ordinary 
general meeting must be held, under penalty if it l)e not held, not more 
than fifteen months after the preceding ordinary general meeting. 
The statutory meeting is not an ordinary general meeting. At this 
meeting, the notice convening the meeting is read, the accounts are 
presented, and the Auditors' Report thereon is read. If the meeting 
approves the accounts they are passed, and the dividends (if any) 
proposed to be paid by the Directors are declared. Retiring Directors 
and Auditors are re-appointed or the vacancies otherwise filled. The 
regulations for calling and conducting these meetings are contained in 
the company's Articles. These meetings are termed Ordinary Meetings, 
and the business transacted thereat is Ordinary Business. The Articles 
usually specify the business that is to be considered ordinary business. 
Business outside this specification is deemed to be Special Business, 
and in order to transact special business particulars of its nature must 
be given in the notice convening the meeting. The length of notice 
required for meetings is governed by the Articles, but S. 133 provides 
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that the notice must not in any event be less than twenty-one days in 
the case of the Annual General Meeting or fourteen days for other 
meetings (unless called for the passing of a special resolution (see p. 344). 
If the company's accounts are to be laid before the meeting a copy of 
the accounts and of the directors' and auditors’ reports must accompany 
the notice (S. 158). Only shareholders, or their proxies (if the Articles 
so provide), are entitled to attend and vote. If default is made in 
calling this meeting, the Court may call it upon application of any 
member of the company. The majority of Articles provide that if the 
directors dt?faiilt in calling an annual general meeting two members 
may convene it. The auditors are entitled to attend all general 
meetings and to receive all notices relating thereto (S. 162). 

Extraordinary General Meetings. —Meetings other than those 
described above are termed Extraordinary General Meetings. These 
may be called when desirable by the Directors, and must be called 
when requisitioned by the holders of not less than one-tenth of such 
of the paid-up capital of the compciny as at the date of the deposit of 
the requisition carries the right of voting at general meetings (S. 132). 
Where there are no special Articles to meet the case, two or more 
members holding not less than one-tenth of the issued share capital 
can convene a meeting (S. 134). The Articles usually provide that all 
business transacted at an extraordinaiy^ meeting is to be deemed special, 
that full particulars of the business to be transacted must appear in 
the notice convening the meeting, and that no other business than 
that mentioned shall be transacted at the meeting. Debenture holders 
are not entitled to attend these meetings, neither, as a general rule 
under the Articles, are Preference Shareholders. 

Company Resolutions.—Company resolutions are of three kinds: 

(a) Ordinary resolutions, (b) Extraordinar}" resolutions, (c) Special 
resolutions. 

(a) Ordinary Resolutions. —^These are resolutions passed on a 
show of hands or a poll by simple mcajority of those present, voting 
personally or by proxy, if the Articles allow of proxies. Such resolu¬ 
tions suffice for the ordinary business of an annual meeting, e.g. the 
adoption of the Report and Accounts, and declaration of dividend, 
election of Auditors, etc., and, subject to the Articles, for alterations 
of capital under S. 61 (see p. 271). 

(b) Extraordinary Resolutions. —These are passed by a majority 
of not less than three-fourths of such members as, being entitled so 
to do, vote in person or, where proxies are allowed, by proxy, at a 
general meeting of which notice specifying the intention to propose 
the resolution as an extraordinary resolution has been duly given 
(S. 141 [i]). These resolutions are used for \dnding-up an insolvent 
company voluntarily, to compromise with creditors in voluntary 
liquidation, and for other specified purposes. 

(c) Special Resolutions. —These are passed by such a majority as 
is required for the passing of an extraordinary resolution at a general 
meeting of which not less than twenty-one days' notice, specifying 
the intention to propose the resolution as a special resolution, has 



344 HIGHER BOOK-KEEPING AND ACCOUNTS 

been duly given. If all the members entitled to attend and vote at 
such a meeting so agree, however, a resolution may be proposed and 
passed as a special resolution at a meeting of which less than twenty- 
one daj^s* notice has been given (S. 141 [2]). These resolutions are 
passed to alter the Articles; reduce paid-up caj>ita] (with consent of 
the Court); change the name of the company (with leave of the 
Board of Trade); wind-uj^ by the Court, and for many other purposes. 

(d) Resolutions requiring, Special Notice .— I hese resolutions are 
of a new type, introduced for the first time by the 194 ^ -^^t (S. 142). 
They are resolutions of which notice is given by a member to the 
company under one of the sections of the Act specifically requiring 
such notice. Examples are : (a) a resolution under S. 160 to appoint 
an auditor other than the retiring auditor, and (/>) a resolution under 
S. 1S4 to remove a director before the expiration of his term of 
office. For a resolution requiring special notice to be effective, 
notice must be given dy the mover to the company at least twenty- 
eight days before the meeting at which the resolution is to be moved, 
and the company must then give its members the same notice of 
the resolution as is required for the meeting itself or (if that is 
impracticable) notice by advertisement or other manner allowed by 
the Articles. Provided the necessary notice has been given a simple 
majorit}^ is all that is necessary^ to carry the resolution itself at the 
meeting. 

Printed copies of all extraordinary^ and special resolutions must 
be filed with the Registrar within fifteen days of the date wffien they 
were passed (S. 143). 

A declaration by the chairman of the meeting that a resolution has 
been carried is conclusive, unless the decision is challenged and a poll 
demanded (S. 141 [3]). 

Poll .—A poll is an appeal to the general body of shareholders on 
some specified matter or proposal. 

The regulations concerning the demand for, and conduct of, a poll 
are usually set forth in the Articles. S. 137 provides that, irrespective 
of the Articles, a poll may be demanded by: (i) five members entitled 
to vote (irrespective of their individual voting powers), (2) members 
holding one-tenth of the voting rights of all members entitled to vote, 
or (3) members holding shares conferring voting rights on which has 
been paid up not le.ss than one-tenth of the total sum paid up on all 
shares carrying voting rights. This provision is new, there being 
nothing corresponding in the 1929 Act. Table A of 1948, clause 58, 
allows a poll to be demanded either by the chairman, by three members 
present in person or by proxy, or by members having voting rights as 
in (2) and (3) above. If the Articles make no provision and Table A 
is excluded, it w^ould appear that any shareholder may demand a poll. 
The chairman of the meeting at which a poll is demanded decides the 
date of the poll, and the manner of conducting it. Usually, sheets of 
foolscap are ruled with: (i) a column for the signature of members, 
and (2) and (3) columns ** For" and " Against" the resolution. 
Members record their votes by inserting in one of these columns the 
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number of shares they hold. These sheets are checked with the 
Register of Members, and the result of the voting is afterwards 
announced by the chainnan. 

Voting .—The Articles of Association almost invariably define the 
voting power attached to a company's shares. If there are no regula¬ 
tions as to voting, Table A, unless expressly excluded, applies to 
companies registered since its promulgation. In the event of Table A 
being excluded, and no provision appearing in the Articles, each 
member has one vote in respect of each share or each £10 of stock held 
by him (S. 134 [£?]). Article 54 of revised Table A provides that every 
member shall have one vote on a show of hands, and on a poll one vote 
fill every share held by him. The great majority of companies adopt 
similar regulations. Table A confers the right of a casting vote on 
the chairman of a meeting, but if Table A does not apply and the 
Articles are silent it would appear that no such right exists {Ndl v. 
Longhoitom [1894], ^ 7^7). 

Proxies .—A shareholder may appoint a person to represent him at 
meetings, and practically to act as his agent. The word proxy ” is 
commonly applied both to the person appointed and to the instrument 
by which he is appointed. The Articles usually contain regulations as 
to proxies. Table A provides two standard forms of proxy, one 
(clause 70) appointing a proxy to vote at a specified meeting but 
without givung any indication how the vote is to be used, the other 
(clause 71) appointing the proxy to vote either for or against (as 
indicated on the form) the resolution in question. S. 136 of the 1948 
Act enacts some complete new provisions regarding proxies. Under 
the 1929 Act there was no statutory right to appoint a proxy at all, 
the matter being left entirely to the company's Articles. Under the 
1948 Act, however, every member, regardless of the Articles, has a 
right to appoint a prox}^, and (more revolutionary) such proxy need 
7 iot be a member of the company: in the case of a private company 
tlie proxy may speak as well as vote. A further provision is that a 
company is bound, under penalty, to include with every notice calling 
a meeting a statement theit a member entitled to attend and vote is 
entitled to appoint a proxy and that the proxy need not be a member. 
Usually, proxies must be deposited forty-eight hours before the meeting 
at which they are to be used is held. It is usual to name three persons 
in the proxy form, in case one or other of the j>ersons named is unable 
to attend the meeting. Proxies must bear a id. stamp, if for use on 
one occasion only, but if the proxy is a General Proxy a los. stamp is 
required. Proxies must not be reckoned as part of a quorum. 

Quorum .—A quorum is the minimum number of shareholders that 
must be present in order to constitute a meeting a valid meeting. The 
number fixed by most Articles is three, and this is also the quorum 
fixed by Table A, Art. 45 of 1929, Art. 53 of 1948, for a public company. 
For a private company the quorum is two (1948, Part II, Art. 4). If 
Table A is excluded, the quorum for a j)rivate company is two members, 
any other company three members, personally present (S. 134 [c]). 

Inspection .—On the application of either two hundred members or 
members holding not less than one-tenth of the shares issued, the 
M 
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Board of Trade may appoint inspectors to investigate and report upon 
the affairs of a company in such manner as the Board directs (S. 164). 
The Board must also carry out an investigation (S. 165 [a]) if the 
company itself by special resolution requires it or if the court so directs 
by order, and may carry out the investigation (S. 165 [fc]) if the Board 
considers that the circumstances suggest fraud in any of the manners 
laid down by the section. S. 165 has no counterpart in the 1929 Act. 
Inspectors so appointed can examine the officers and agents of the 
company on oath. Refusal to yield up to the inspectors books, 
documents, or information may result in the same penalties as contempt 
of court (S. 167 [3]). If from the Report the Board considers that 
any person has been guilty of a criminal offence against the company, 
the Board must refer the matter to the Director of Public Prosecutions 
(S. 169). The powers of inspection referred to above are general and 
refer to “ the affairs of the company ": they are re-enactments, with 
slight modifications, of provisions in the 1929 Act. S. 172 of the 1948 
Act, however, gives an additional power of inspection on behalf of the 
Board of Trade, relating to the membership and control of the company, 
for the purpose of determining the persons who have the true interest 
in the success (or failure) of the company or who are able to control or 
influence the company’s policy. An application for an investigation 
under this section must be made by not less than the number of 
members required to apply for an investigation under S. 164 (above). 
An inspector appointed under this section will enquire into such 
matters as the beneficial ownership of shares or debentures standing 
in the names of nominees and into any arrangements or understandings 
in connection wath the same, even though they may not be legally 
binding. If the Board of Trade consider an investigation desirable, 
but think the appointment of an inspector unnecessary, they may, 
instead, call for the relevant information themselves, and penalties 
are imposed for refusal to answer enquiries or the giving of false 
information (S. 173). If, as a result of an investigation under SS. 172 
and 173, the Board considers it desirable, they may (S. 174) impose 
restrictions on the shares or debentures in question: the restrictions 
are (i) the rendering void of any transfer, (2) the abolition of voting 
rights, and (3) the prevention of any payment by the company in 
respect of the shares or debentures (except in a liquidation). The 
restriction will remain in force so long as the Board directs, but there 
is a right of appeal to the court. 

EXAMINATION QUESTIONS. 

1. What particulars must the register of members of a company contain ? 
What are the provisions of the Companies Act, 1948, with regard to: (a) inspec¬ 
tion, (6) obtaining copies of the register ? 

2. The officials of limited companies are under obligation to file certain 
returns with the Registrar of Companies. Are any of these returns of a financial 
nature ? If so, briefly describe them. {{JRoyal Society of Arts.) 

3. What statutory books are compulsory for use by a limited liability 
company ? Give a short statement as to what is required to be entered in each 
book. (Chartered Accountants.) 
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4. What are the returns required under the Act to be hied at the office of the 
Registrar of Companies; and what other documents would you expect to 
find on the file ? {Chartered Accountants,) 

5. For what purposes are the following books kept, as applied to a limited 
con^any: (a) Allotment Book; {b) Register of Members; (c) Minute Book; 
(rf) Register of Mortgages ? (Chartered Accountants.) 

6. Briefly describe the uses and contents of the under-mentioned registers as 
employed by limited companies. 

State the occasions, if any, upon which the auditor is concerned with them: 
(a) Register of Probates; (b) Register of Charges; (c) Register of Balance 
Certificates; (d) Register of Sealed Documents. 

7. Robert Coe, of Fair vale, Somerset, potato-grower, applied on January i, 
19..., for 1,000 shares in the Erratic Motor Omnibus Company, Ltd., issued at 
par, paying 2s. per share on application. 

These 1,000 shares were allotted to him on January 3. ly ... numbered 
1S0365 to 181364, and he duly paid the allotment instalment of 8s. per share on 
January 4. 

On January 5 he bought a further 1,000 shares, los. paid, numbered 24062 
to 25061 on the Stock Exchange at the price of 115. per share, free of stamps and 
brokerage, the transfer for the same being lodged with the Company on J anuary 5, 
and approved by the Board the same day. 

On January 16 he paid the first call of los. a share on his 2,000 shares, thus 
making them fully paid. 

On February 5 he sold the whole of his holding on the Stock Exchange at 18s. 
per share, free of stamps and brokerage, the transfer being lodged with the 
Company and approved by the Board on February 10. 

Show a ruling of a Share Ledger and a Transfer Register for the Company, 
inserting in the latter the details of the foregoing transactions as far as they 
apply, and giving in the former R. Coe's account as a member of the Company. 
(London Chamber Commerce.) 

8. On November 11, J. B. Clark, of Altwood Road, Bray, applied for i,ooo 
£.1 6% Preference Shares in the Marne Mining Co., Ltd., and paid 2s. bd. per share 
upon application. These shares were allotted to him by resolution of the 
Directors on November 16, and were numbered 5490 to 6489. On November 18 
he forwarded a cheque to the Company's Bankers for the amount due on allot¬ 
ment, viz. 5s. per share. On December 18 he paid to the Company's Bankers the 
first and final call of 12s. bd. per share. On December 24 he sold 500 shares 
(numbered 5490 to 5989) at 255. per share to A. Chatenay, The Chestnuts, Dover, 
the transfer for wiiich was duly approved by the Directors on December 31. 

You are required to show the entries necessary to record these transactions 
in the statistical books of the Marne Mining Co., Ltd. (Royal Society Arts.) 

9. State the various kinds of meetings of shareholders and the rules relating 
to each, (Royal Society Arts.) 

10. What statutory obligations are imposed upon limited companies as 
regards the holding of General Meetings ? What rights and remedies are given 
to shareholders in regard to the summoning of General Meetings? (Chartered 
Accountants.) 

11. What provision is made by the Companies Act, 1948, with respect to the 
convening of Extraordinary General Meetings of a company on the requisition 
of shareholders ? 

12. How, and by whom, may a General Meeting of a limited company be 
called, and what voting powers will its members have, where the Articles of 
Association of the company contain no provisions dealing wuth these matters? 
(Chartered Accountants.) 

13. What powers has the chairman of a company meeting to adjourn the 
meeting ? Can he be compelled to adjourn a meeting ? (Royal Society Arts.) 

14. State briefly the distinctions between an ** ordinary," " extraordinary," 
and " special " resolution of a company. For what different purposes is a 
special resolution required by statute r (Chartered Accountants.) 
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15. What is meant bv the expression " Kesolutions requiring sjiecial notice '• 
as used in the Companies Act, 194S ? By whom, and to wliom, is such notice 
given, and what is the length of notice required ? Mention two types of resolution 
which require such notice. 

16. Has an auditor the right of access to the Hoard Minute Book of a Company 
to which he has been appointed auditor ? \Miat are tlie })ro\ isions, if any, of 
the Companies Act, 1948, in regard thereto ? 

17. Deiiiic a ''special resolution," and give two instances wliere such a 
resolution would be necessary to authorise transactions j'ou are asked to certify 
as auditor to a limited company. {Chartered Accountants.) 

18. Distinguish between Ordinary and P^xtraordinary Meetings, referring 
especially to tlie business capable of being transacted at either. When can and 
must they be held ? (Chartered Institute Secretaries.) 

ig. What is the Annual Return and of w^hat does it consist ? When must 
it be made, and w'herein do the details required from a public differ from those 
required of a private company ? 

20. In w'hat w’ays are shares transferred ? What is a blank transfer, and 
how can a lender who has taken a blank transfer as security protect himself 
against a subsequent fraudulent attempt to transfer the shares covered by the 
blank transfer ? 

21. Discuss the relative positions of a person who has taken a transfer of 
shares under a forged transfer: (a) w’^here the company, acting on the forged 
transfer, has issued a share certificate ; (b) where it has not. What is the position 
of the true owner of the shares in either case ? 

22. What are Balance Tickets ? Is any record made when these documents 
are issued ? 

23. Describe the process known as Certification of Transfers. 

24. What is a Poll } What are the regulations governing the taking of Polls 
and how are they taken ? 

25. What arc the voting powers of members of a company limited by shares ? 
When does the Chairman of a company meeting have a casting vote ? What is 
a Quorum ? 

26. Must a shareholder always vote in person at a comfiany meeting? If 
not, in what other way maj^ he record his vote ? Give your answer in as full 
detail as you can. Describe in detail the jiosting of a Share Register. 

27. W'^hat is a " Blank Transfer " ? How can a loan creditor secure his 
position when holding a blank transfer ? 

28. The prospectus of the 5% War Loan, 1929-47, announced that applicants 
w'ere entitled to have their holdings allotted in any of the following forms: 
(a) Inscribed as Stock; (fc) Registered as Stt)ck; (r) Bonds to Bearer. Explain 
the meaning of these terms of issue, and describe the relative advantages and dis¬ 
advantages of the three classes of security. (Royal Society Arts.) 

29. Prepare “Statutory Report" from the following fif^uresReceipt.^: : 
On allotment of 50,000 shares of £io each, 37,000. Proceeds sale of old 
building material removed from freehold, ^1,^42. Advanced on mortgage, 
;f47,ooo. Received in respect of allotment of Debenture Stock (75% of 100,000), 
275.000. Payments : Purchase of freehold, 205,000. Paid builders on account, 
£12,600. I*aid for Stock in Bond, £24,350. Paid salaries, £247. Office and 
petty expenses, £147. Preliminary expenses to date, £2,471. (Chartered 
Accountants.) 

30. As the auditor of a limited company, you are asked to certify the Statutory 
Report. Upon attending at the company’s office you are furnished with the 
under-mentioned particulars, which you are asked to assemble in the statutory 
forra. 

Submit the necessary statement in the form you would be prepared to certify, 
and append your certificate thereto. 

The company was entitled to commence business on January 3, 19... The 
Nominal Capital is 100,000 Ordinary Shares of £i each. The number of shares 
allotted is 72,865, of which: (a) 40,000 were issued as fully paid to the vendor; 



LIMITED COMPANIES 349 

(6) 10,000 were fully called and paid up; (c) of the balance of the issue, los. per 
share had been called and paid, except that the first call of 2s. 6d. per share on 
200 shares remained unpaid. 

£10,000 had been received in respect of a loan on mortgage of the company*s 
works. 

The payments were as follows: Vendor, balance of purchase price, £s,ooo ; 
Preliminary Expenses, 1,250 (estimated in the prospectus at /i.ooo); Contractors 
on account of Ereehold J^'actory. £^,^50, less £750 allowed by them for old building 
material on site; Office Salaries, £722: l^irectors' Fees, /150; Incidental Ex¬ 
penses, /i^2. Date the report March 5, 19..., and fix a date for the statutory 
meeting. (Chartered Accountants.) 

31. Criticise tlie following Balance Sheet attached to the Annual Return of 
a company submitted to you as auditor for signature, before being sent to Bush 
House. To what dale should such statement be made up? When may it be 
dispensed witli ? 


BALANCE 

SHEET, JUNE 30. 19... 


To Share Capital issued— 

C 1 

By Lands, Buildings, Plant, Goodwill 

£ 

100,000 Shares of £ I each 

100,000 

and Trade Marks 

120,000 

„ Debenture Stock .... 

50,000 

„ Debtor Balances .... 

30,000 

„ Credit Balances and Reserve Lunds . 

25,000 

„ Stock ...... 

14,000 

,, Profit and Loss Account at 

Juno 30 . . . 

„ Cash at Bank and Sundry Invest¬ 
ments . . . . . 

I 7 » 50 o 

„ Profit for year <),or)o 

11,500 

Less Dividend paid . 5,000 

6,500 

£181,500 

* 

£181,500 


(Chartered Accountants.) 


32. Rule a specimen jxtge for a “ Register of Transfers ” for a limited company, 
and illustrate its working by an example. (Chartered Institute Secretaries.) 



Chapter XI 


LIMITED COMPANIES— 

Company Accountancy. 

[Note. All references arc to the Companies Act, 1948, unless otherwise 
stated.] 

Opening Entries. —When the formalities incidental to the formation 
and registration of a company have been completed, the first task 
awaiting the company book-keeper will be to record the application 
for, and allotment of, shares, and the subsequent calls. The record of 
a share issue in its simplest possible fonn wT)uld be as follows;— 


Illustration. —Dicksons, Ltd., offered 50,000 ordinary shares of fj each for 
subscription at par, ])ayable in full on application (January i). The exact 
amount of the issue was subscribed, allotted, and duly paid. 


I 


JOURNAL. 


Dr. Cr. 



ipxJ! 

.s. 

d. 

L 


I 

Sundry Shareholders . Dr. 2 1 ] 50,000 

To Ordinary* Share Capital Account • ' l! 

0 

0 

0 

50,000 


For 50,000 Ordinary Shares applied for and allotted 1 jj 





this day. l| 

! ii 

1 

1 

i 

1 


I CASH BOOK. 

(Debit Side Only.) 





P.L. 

L 

5. 

To Cash (Sundry Shareholders) 



z 

50,000 

0 


2 LEDGER. 2 


Sundry Shareholders. 

Dr. Cr. 


19... 


r 

i 

s.\d. 

i 

19... 


C.B. 

£ 

s. 

d. 

Jan. z 

To Ordinary Share | 


Jan. I 

By Cash 

I 

50,000 

0 

0 


Capital . j 

1' 

50,000 

0 1 0 

! 


I 
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3 ORDINARY SHARE CAPITAL ACCOUNT. 

' Cr. 



1. 

1 c 

s. 

d. 

19... 

!j. 

£ 1 s. 

d. 





Jan. I 

By Sundry Share- ! 








holders . . 1 1 

1 

50,000 0 

0 


Opening entries of so simple a character as those above are, how¬ 
ever, improbable. A set of actual figures is therefore given below in 
order to carry the illustration further. 


Illustration. —Uprichards, Ltd., offered the following for public suV)Scription 
on January i, all at par. 

100,000 Ordinary Shares oi £1 each, 

20.000 8% Preference Shares of £^ each. 

1,000 5% Debentures of ;fioo each. 


The Ordinary Shares were payable:— 

per share on application. 

55. per share on allotment. 

5.^. per share one month after allotment. 
55. per share two months after allotment. 


The Preference Shares were payable:— 

205 . per share on application. 

30.S. per share on allotment. 

50s. per share one month after allotment. 


The I^ebcntures were payable:— 

/20 per debenture on application. 

£yi per debenture on allotment. 

^50 per debenture one month after allotment. 


The sut>scription list was closed on January i with the following result:— 

The whole of the Debentures and 18,000 Preference Shares were subscribed, 
and the Ordinary Shares were over-subscribed to the extent of 10,000 shares. 
The Directors went to allotment on January 5, and letters of allotment and 
regret were posted on the same day, together with cheques for the deposits paid 
on the over-subscribed Ordinary Shares, The instalments were all paid on the 
due dates. 


[Note .—For solution, see pp. 352-356.] 
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OPENING ENTRIES. 

I JOURNAL. I 


Dr. Cr. 


19... 


L.F. 

£ 

5 . 

«f. 

i 

s. 


Jan. 5 

Application and Allotment Account * (Ordinary 









Shares) ....... Dr. 

4 

50,(X)0 

0 

0 





To Ordinary Share Capital Account 

Being xo5. per share (5s. on application and 5s. on 
allotment) on xoo,ooo Ordinary Shares of £1 each 
allotted as per resolution of Directors, dated 

I 




50,000 

0 

0 


January 5, 19.., 








» 5 

Application and Allotment Account (8®o Preference 









Shares) , . * . . . . Dr. 

.•) 

j 4.'>,ooo 

0 

0 





To Preference Share Capital Account . 

Being sos. per share (20s. on application and 30s. on 

2 

i 

i 



45,000 

0 

0 


allotment) on 18,000 Preference Shares of each 

allotted as per res(.>lution of Directors, dau*d Jauii- 


i 

i 







ary 3, to 


i 

! 



1 



•• 5 

Application and Allotment Account {5% I->el)en' 




i 




lures).Dr. 

6 

1 50,000 

0 

0 

1 




To Debentures Account ..... 

Being y,so per <lebenture (/?o on application and /30 

3 



I 50,000 

0 

0 

! 


on allotment) on i.o<.ki Debentures of ,^100 each 
allotted as per resolution of Directors, dated January 









5 . t'J •• 

1 ! 

1 






Feb. 5 

First Call Account (Ordinary Shares) , . Dr. 

7 1 

1 25,000 

! ° 

0 1 

1 i 



To Ordinary Share Capital Account 

Being the hrst instalment of 5,?. per share on 100,000 

1 ! 

i 

1 



; 25,000 

0 1 

. 1 

0 



Ordinary Shares made imrsuant to the conditions of 





I 

1 




issue. 



! 

I 

1 

i ! 

1 . 


» 5 

First Call Account (Preference Shares) . . Dr. j 

R ! 

45,000 

0 

1 0 j 

; j 

1 ; 



To Preference Share Capital Account . . . i 

Being First and Final Call of 50.V. |>er share on 18,000 i 

2 ! 

1 i 

! 


! 15,000 

; 1 

i 0 i 

0 



Preference Shares made pursuant to the conditions 
of issue. 

1 

1 







n 5 

Call Account (5% Debentures) , . . Dr, 

9 !' 

50,000 

0 

0 





To Debentures Account ..... 

Being the final instalment of per debenture of £100 

3 1 

I 



; 50,000 

0 

0 

1 


each pursuant to the conditions of issue. 

! 

i 



j 



Mar. 5 

Final Call Account {Ordinar>’ Shares) . Dr. 

7 i 

1 1 

2S,000 1 

0 

0 


1 



To Ordinary Share Capital Acxount 

Being the Final Call of 5s. per share on roo.ooo Ordin¬ 

1 I 

i ■ 1 

1 



25,000 

0 

0 


ary Shares of £i each made pursuant t<i the con¬ 
ditions of issue. 

i 

i 

i 








• Separate “ Application ” and “ Allotment " Accounts arc sometimes opened, but the combined 
account is more usuaL 


Note .—It has been stated in some text-books that these Journal entries are 
sometimes dispensed with, and the various capital accounts opened by direct 
posting from the C'ash Book. The author has never seen or heard of such a 
practice, and the student will be wise to employ Journal entries as set out above. 
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Ordinary Share Capital Account. 
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J&D« 5 ! Prcfer6iicc Shrire Cdpitdl Account i 45f000 . o : o I J^n. i I Kv C3.sli 








LEDG E R— continued. 

Call Account (5% Debentures). 


356 


HIGHER BOOK-KEEPING AND ACCOUNTS 



'A 


X 

o 


o o « 

5 := 

c 2 

- rt 2 a> 

■ ffl-g5 

.E " 5.C 

g“fcc 
o.: >. 

s c e 
5 " « 

0 *7^ E ^ 

OJ 2 ° £ § 

eSSp-u 

"TsU 


jjt_ 

' « 

0 

0 

0 

0 


I 

c 

§ 

1 

M 

8 j 


lit 


o o 
o o 

i§ 

8 8 


o !< 


w a 

tl 

g £ 
1 » 


I'l 

1 ■'5 

•" o 

52 

O n 

s 


t- & 

•s £ 

-1 

o «-J 


rs 

a 

>. 

s 

e 


il«» If 








LIMITED COMPANIES 357 

Issue of Shares at a Premium.—A limited company may issue 
debentures at par, ix, at their exact nominal value, e.g, £100 per £100 
debenture; or at a discount, e.g. £gS per £100 debenture; or at a 
premium, e.g. £102 per £100 debenture. But a limited company 
cannot legally issue its shares at a discount, t.e. for less than their 
nominal or face value [Ooregum Gold Mining Co. v. Roper, [1892]), 
except under S. 57 P- neither can it purchase its own shares 
(Trevor v. Whitworth, [1888]). It may, however, issue shares at any 
])remiuin which their popularity with the investing public can com¬ 
mand. Thus, e.g, the unissued £1 shares of a company paying high 
dividends may be offered to the public at, say, 22s. (id. or 25s., or more, 
per £1 share. The amount realised above the par value of the share is 
termed the premium. 

Theoretically, the premium at which the shares are quoted repre¬ 
sents the estimate made by the money market on the issuing company's 
ability to earn high profits in the future. This estimate is based partly 
on the amount of undistributed profits held by the company, and partly 
on the value of its goodwill. But there is always the possibility that, 
to an extent, the premium may be artificial owing to market operations. 

When a company is so successful that it can command a premium 
on a new issue of shares, the purchasers of the new shares do, in fact, 
pay for admission to a share in the company's goodwill, as represented 
by its capacity to earn profits in excess of the normal rate. The new 
shareholders are very much in the position of an incoming partner who 
pays a premium for admission to an established business. 

Usually, when a company's issued shares are quoted at a premium 
and it proceeds to a new issue of shares, the new capital is offered pro 
rata to the existing shareholders in priority to the general public. 
1 'he Application and Allotment Sheets already described and illus¬ 
trated (see p. 293) will serve equally well for an issue of shares at a 
])reinium, if a column is added to accommodate the amount of the 
])remium due on each allotment. The Share Register needs no altera¬ 
tion, since no record of the premium paid on the shares is necessary, 
that Register being concerned only with the number and par value of 
the shares held by each member. 

The premiums received on a share issue must be transferred to a 
" Share Premium Account " (S. 56), and the balance of this account 
must appear separately in the company's Balance Sheet (Eighth 
Schedule, Part I, para. 2 [c]). It is a capital reserve, and if there are 
any other capital reserves it will be one of the items set out under that 
heading. It cannot be transferred to General Reserve, or any other 
Revenue Reserve, and can be used (if used at all) only for one of the pur¬ 
poses set out in S. 56, viz.: (i) paying up unissued shares as fully paid bonus 
shares, (2) writing off preliminary expenses or commission or discount on 
the issue of shares or debentures, or (3) providing for the premium payable 
on the redemption of redeemable Preference Shares or debentures. 

The entries required for an issue of shares at a premium are set out 
in the following illustration. 

Illustration .—The nominal capital of Uprichards, Ltd., consisted of 200,000 
ordinary shares oi £1 each, of which 100,000 shares had been issued at par 
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and fully paid up. Troving very successful, and needing additional working 
capital, the Company offered for jniblic subscription on January i 50,000 
ordinary shares of /r each (being part of their unissued nominal capital) at 
the price of 305. per share, payable as to 5^. per share on application, 20s. per 
share on allotment (including the premium of lox. per share), and 55. per share 
one month after allotment. The whole of the new issue was subscribed, and 
the Directors proceeded to allotment on January 6. All allotment moneys 
were paid on January 8, and all calls on h'ebruary 6. 


I 


19... 
Jan. 6 


Feb. 6 


ISSUE OF SHARES AT A PREMIUM. 

JOURNAL. 

Dr. Cr. 



ir”;.L 

d. 

i 

s. 

d. 

Api>Ucatioiis and Allotment Account . Dr. 

5 hj.soo i 0 

0 




To Ordinai-v Share Capital Account . . i 

' ' 


37 . 5 ^»o 

0 

0 

,, Share Prcinium Account . . . . ! 

l' 1 


25,000 

0 

0 

Lleiiig per share on appli('ation, and 20s. per share j 

j: 





on allotment, including the prentimn t»f io.v. ]>er I 

1 





share on 50,000 Ordinarv Shares allotteti as jRir j 

l! i 





resolution of Directors, dated January 6, 19... j 

ii ! 





Call Account ...... Dr. i 

4 11 I. '’,500 i 0 

0 




To Ordinary Share Capital Account . | 



12,500 

0 

0 

lleiiig 55. iHT share on 50,000 Ordinary Shares of (i j 

ii 1 





each in resttect of the First and Idnal instalments j 


i 

i 

1 



made as per conditions of issue and resolution of i 

j! 1 


1 



Directors, dated Febniary 6, 19... i 


i 

i_. 




[Continued on p. 359.) 


Issue of Shares at a Discount.—It is illegal to issue shares at a 
discount within one year after the company becomes entitled to 
commence business, but at any time thereafter, a general meeting may 
resolve that further share.s of a class already issued shall be issued at 
a discount. The resolution must state the maximum discount and 
must be sanctioned by the court before being put into operation. 
The court may impose conditions, and the shares must be issued 
within one month after the court has given its sanction, unless the 
court allows a longer period (S. 57). 

The powers thus given by the Act may be useful where a company 
requires further capital at a time when its shares are quoted below 
par, since the existing members or new subscribers naturally would 
not be willing to pay par for new shares under such circumstances, 
but might be walling to subscribe at the market price, or at a price 
slightly below market price. 

The entries for the issue of such shares are similar to those for 
the issue of any other shares, until the last call is made. It is sub¬ 
mitted that the discount should not be credited to the members except 
that an entry must be made debiting Discount on Shares Account and 
crediting Share Capital. It is submitted that this entry should be 
made preferably at the date of allotment so that a Balance Sheet 
drawn up after this date, but before further calls are made, would 
show as an asset so much of the discount as had not been written off. 

The Journal Entry would be:— 

£ L 

Diacount on Shaves Account . . . Dr. 500 

To Share Capital Account .... 500 

Discount 0/5% on issue of 10,000 shares of £1 each 





lki>(;er. 

Ordinary Share Capital Accol'nt {Original Issue]. 
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Jan. 6 By Application and Allotment Account 











CASH 
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Calls.— Almost invariably the Prospectus specifies the dates on 
which calls become due. An interval of at least one month is usual 
between calls, but if a Stock Exchange quotation is desired for shares, 
two months must elapse between calls. Table A requires one month 
only. If calls are not regulated by the conditions of issue, the Directors 
can make calls at their discretion, but subject, of course, to any pro¬ 
visions contained in the company's Articles. The Directors must pass 
a resolution stating the amount of the call and its due date. In the 
event of liquidation, the Liquidator can (with the sanction of the 
Committee of Inspection, or of the Court) make a call immediately he 
is appointed. Sanction is not required in either a members* or a 
creditors* voluntary liquidation. A form of call notice is given on 
p. 297. 

Calls are usually made payable direct to the company's bankers, 
and, in large issues, separate cash books and banking accounts are 
opened for each call. Differently coloured paper is used for each class 
of share. In due course, the call notices are collected from the bank 
and checked with the relative cash book and bank pass book or sheets. 
When the call is complete, the total of the call banking account is 
transferred to the company's main banking account. This practice 
facilitates checking, relieves the main cash book from a mass of detail, 
and provides a conv'cnient medium for posting the Share Ledger. 
Specimen ruling for, and pro-forma entries in, a Subsidiary Cash Book 
are shown on p. 362. 

Sometimes Call Books are kept, separate books being employed for 
each class of share. No (^all Book is necessary for debentures, as these 
are almost invariably payable in full on allotment. Columns for calls 
are sometimes provided on the Application and Allotment Sheets, 
])articularly where the due dates for instalments are stated in the 
prospectus. A suitable ruling for a Call Book is shown on p. 298. 

Interest on Calls in Advance.—Shares in limited companies that 
are not fully paid are unpopular with the investing public—except, 
perhaps, banking shares. Usually, therefore, the full nominal amount 
of an issue of ordinary or preference shares is called up within two or 
three months of allotment. Where for any reason a proportion of the 
issued share capital remains uncalled, provision will be found in the 
majority of Articles, under power conferred by S. 59 («), to receive 
payment of calls in advance at a fixed rate of interest. The rates of 
interest payable, and the conditions under which they may be paid, 
have already been discussed on p. 298. The student must understand 
that calls paid in advance are in fact loans at interest to the company, 
the interest being payable although no profits are made by the company, 
nevertheless, they are not repaycible unless the Articles so provide 
{Lock v. Queensland Investment and Land Mortgage Co,, [1896]). 
Table A makes no such provision. Separate Calls in Advance Accounts 
must be opened in the Ledger, and when a call is actually made, the 
Calls In Advance Account applicable to that particular call is closed 
by a transfer to Share Capital Account or Call Account as shown 
below. No entries are made in the Share Ledger until the call is due. 
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and then the necessary credits are made in the accounts of those 
shareholders who have paid in advance. 


CALLS IN ADVANCE ACCOUNT. 

_ _- . . . . . _ . .____. 


19... 
June I 

To Share Capital Ac- 

L.F. 

4 

s. 

d. 

19... 

By Cash— 

C.B. 

4 

s. 

d. 


count . 

46 

575 

0 

0 

Feb. 8 

J. R. Smith 

78 

100 

0 

0 







ft 10 

W. W’hite 

Si 

50 

0 

0 







Mar. 9 

B. Black 

96 

2UO 

0 

0 







ft *o 

K. Cirecn 

98 

225 

0 

0 




4575 

0 

0 




j /.575 

0 

0 


The interest paid on calls in advance does not, of course, appear in 
the Share I-edger, the oiil}^ entry necessary being as follows:— 


JOURNAL. 



L.F. 

i 

’ 

s. 


4 

5. 

Interest Account ....... Dr. j 

49 

124 

7 

f> 



To Sundry Shareholders (set out details) . . . , i 

Being interest at 5% for the half year on c.iUs paid in advance. 

127 




124 

7 


Income tax at tlie standard rate is deducted from the interest. 
The treatment of the tax in the company s ]>ooks will depend on 
whether it is the custom of the company to show interest payable net 
or gross in the final accounts. If the former, no book entry is made 
regarding the tax deducted; if the latter, interest account is debited, 
and income-tax account credited with the amount in question. The 
latter is the more usual, and better practice. When cheques for the 
interest due have been sent to the shareholders the Sundry Share¬ 
holders' Account wall bo closed, and the Interest Account will be 
transferred in due course to the Profit and Loss Account. 

Interest on Calls in Arrear.—The majority of Articles reserve power 
to charge interest on calls in arrear. Table A fixes the rate at 5%, 
l)ut sometimes it is as high as 10%. The total amount in arrear at 
any time is represented by the total of the debit balances of the Allot¬ 
ment and Call Accounts. No entries are made in the Share Ledger. 
The only entry necessary is as follow^s:— 


JOURNAL. 


19... 
June 30 


Sundry Shan^bolders (set out det.ails) 

To Interest Account .... 
Being interest to date at 6% on calls in arrear. 


Or. Cr. 



L.F. 

4 

5. 

d. 

4 

5. 

d. 

Dr. 

02 

3« 

9 

6 





68 




38 

9 

6 


If, and when, the interest is paid, the Sundry Shareholders’ Account 
will be automatically closed, and the Interest Account will be trans¬ 
ferred in due course to the Profit and Loss Account. Experience 
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pro\'os that it is freqiicntl\" unwise to take credit in the Profit and Loss 
Account for this interest until actually received. 

Statement in Balance Sheet.—Calls in arrear, or paid in advance, 
are not extended as separate items in the Balance Sheet. Some 
examination candidates set out calls in arrear as an asset in tlie Balance 
Sheet. Although not incorrect in theory, this treatment is not met 
wdth in practice. The inodeni method illustrated below should be 
adopted in examination work. 


Blanks, Ltd. 

BALANCE SHEET, DECEMBER 31, ig... 


Capital •— 

.VoMitna/ ■— 

100,000 Ordinary Shares of (i each 
100,000 Preference Shareji of each 


Issued - 

100,000 Ordinary Shares of each, 15.^. per 
share called . . 

Calls paid in advance . . . . 

100,000 Preference Shares «.)f /i each 
fully railed . ' . 

Less Calls in arrear . . . . 





L 

s. 

d. 




10(1,000 

n 

0 




100,000 

0 

0 




! (.200,000 

0 

(.1 

L 

A. 

d. 


1 


75,000 

0 

0 




i’.SOO 

0 

0 

77,500 

1 (’1 







£IOO,OCM> 

0 

0 

i 1 



2,000 

0 

0 

1 ; 




98,000 ; o i f> 


. i; 175,500 


Dividends.—When the profits of a limited company are divided 
amongst the proprietors (shareholders) the portion uf such distribution 
received by each shareholder is teniied a dividend. Almost invariably, 
companies frame special Articles governing the jiayinent of dividends. 
These usually follow’ the Articles in Table A, wiiich j)rovidcs as follow's: 

(1) dividends are to be declared in general meeting, and no dividend 
may be declared exceeding tlie rate recoinmciuled by the Directors; 

(2) interim dividends may be paid; (3) no dividend may he paid 
except out of profits; (4) dividends may be paid only on the actual 
amounts paid up on the shares; (5) calls paid in advance carry no 
right to dividend; (6) Directors may make such reserves as they deem 
proper prior to the declaration of a dixidend. Where Table A is 
excluded, and no provision is made in the Articles for payment of 
dividends only on the actual amounts paid up on the shares, dividends 
are payable on the nominal value of the shanks. 

With the Balance Sheet and Profit and Loss Account (or Income 
and Expenditure Account, where applicable) the Directors must sub¬ 
mit to the Annual General Meeting a report w'ith respect to the state 
of the company’s affairs, the amount, if any, which they recommend 
should be paid by W’ay of dividend, and the amount, if any, which 
they propose to cany^ to an}^ of the company's reserves (S. 157) (note 
that this requirement relates only to reserves, w^hich w^ord now has a 
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statutory definition, not to provisions, which remain entirely under 
the control of the Directors). This report must be attached to every 
Balance Sheet issued. 

Not infrequently, examination questions direct the candidate to 
provide for the Preference dividend, and then to divide the final 
balance of profit they arrive at between the Preference and Ordinary 
(or Preferred Ordinary and Ordinary) Shares in given proportions. 
When the terms of the question also indicate that calls are in arrear, 
candidates appear to be uncertain whether to provide for the dividend 
on the nominal value of the shares, or the actual amount paid up on 
them. It is suggested that the better course to adopt is to assume that 
tlie dividend is paid on the called-up value of the shares, and that the 
di\'idends on such shares as are in arrear are impounded as against 
unpaid calls. In j^ractice, this would probably be the course adopted, 
unless the Articles forbid it, or Table A has been adopted. A note 
should be made on the face of the accounts that this course has been 
followed. 

Payment of Dividend out of Profits. —The question what constitutes 
the profits f)f a company available for dividend is so large and involved 
that it cannot be discussed in this work. Students are referred to 
the author's Accounting, ])p. 320-329, where the question, " What is 
the i)rofit of a company? " and the important legal decisions bearing 
uj)on the j^oint are dealt with at length. The declaration that " no 
dividends shall be paid otherwise thein out of profits derives not 
alone from Table A. It is a fundamental principle of company law. 
Directors who pay dividends otherwise than out of profits, unless they 
are misled by bona-fide overvaluations or honest mistakes, or by the 
statements of responsible officials of the company whom they are 
entitled to trust, do so at their peril {In re London and General Bank, 
[1895]; Dovey v. Cory, [1901]), etc. The onus of proving that dividends 
have been paid out of profits is upon the Directors {Ranee's Case, 
[1871]). 

The following brief summary of the rules laid dowm in the decided 
cases is all that is possible in this place, though the student will realise 
that a decision of the judges is best understood when he has studied 
the full facts of the case:— 

{a) To justify a dividend there must be a profit, but, so long as 
dividends are not paid out of capital, the Courts will not interfere 
with a proposed dividend, although the principle adopted for 
ascertaining profit may appear to be unsound. 

{b) To divide the net income derived from a wasting property 
{e.g. a short leasehold) without providing for the wastage is not 
illegal if the Articles authorise it, although commercially unsound. 

(c) Loss or depreciation of fixed capital docs not prevent payment 
of a dividend, but loss of circulating capital must be made good 
before a dividend is paid. 

{d) Realised accretions to capital may be brought into Profit and 
Loss Account and dealt with accordingly, provided they remain after 
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reviewing the accounts as a whole, and the company’s Articles do 
not prohibit such treatment. 

(e) Sums written off for depreciation, and profits written off 
against goodwill, may be applied as profits, if in fact no depreciation 
has taken place. 

(/) Profits carried to reserve are still profits unless capitalised. 
If capitalised on redemption of Redeemable Preference Shares, they 
remain capital and cannot at any time resume their revenue nature 
(see p. 304). 

“ Fixed capital/' in the sense employed above, is property acquired 
and intended to be retained and used in the business with a view to 
earning profit, e.g, a factory, or machinery. 

" Working capital ” is property acquired or produced with a view 
to sale, e.g, the goods made in the factory. 

Directors* Report to Shareholders.—When profits are available for 
distribution as dividend, it is compulsory for the Directors to set out 
in their report to the shareholders a brief statement showing the 
amount available and their recommendations as to its disposal (see 
pp. 365 and 367). 

It would appear necessaiy^ to report that no dividend is recom¬ 
mended where such is the case. 

At the Annual General Meeting of the company convened to 
receive the Directors' Report and Accounts, the chairman, after 
explaining the accounts, proposes their adoption. When this motion 
has been considered and duly carried, a resolution is then submitted 
that a dividend at the specified rate or rates shall be paid on a named 
date. If this resolution is duly carried, the dividend becomes a debt 
due to the shareholders, but it carries no interest. Being specialty 
debts, claims to the payment of dividends are not barred until twelve 
years after they become due for payment (Arfisans' Land and Mortgage 
Corporation, [1904]) and an entry in a Balance Sheet of debenture 
interest or dividend unclaimed is a sufficient “ acknowledgment ” of 
the debt within the Civil Procedure Act, 1883, S. 5, and will prevent 
the claim being barred {Burnham \\ Atlantic and^ Pacific Fibre Import¬ 
ing and Manufacturing Co. [1928]). One of the conditions for the 
granting of a Stock Exchange quotation is that the company must 
undertake never to forfeit dividends. 

It was formerly considered that no entry regarding a dividend 
should be made in the company's books until the due date of payment, 
and that no entry should appear in the published accounts: this was 
on the ground that until the members had approved the directors* 
recommendation there was no liability to pay and no " transaction " 
to record. However, there was a school of thought, steadily increasing 
in influence, which took the contrary view, and maintained that 
although admittedly no legal liability to pay existed at the date the 
Balance Sheet was being drawn up, nevertheless, a Balance Sheet 
gave a more informative picture of the position if it set out the state 
of affairs as it would be if the dividend were approved. The 1948 
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Act (for the first time) gives statutory force to this point of view: the 
Eighth Schedule lays down (para. 12 [A]) that the Profit and Loss 
Account must show the aggregate amount of dividends paid and, 
■proposed, and (para. 8 (i) [c]) that the Balance Sheet must (not merely 
include as a liability but) disclose separately the net aggregate amount 
which is recommended for distribution by way of dividend. Notwith¬ 
standing this, it remains true that a dividend is not a debt, and con¬ 
sequently cannot be sued for, until it has been duly declared. 

Illustration. £ 

The for the year, after deducting all expenses and provisions 

other than those set out below, amounts to . . . . 135,000 

To which has to be added the balance brought forward from last 

♦ • . 2^,000 


Out of which the directors have paid the following 
dividends, less tax ;— 

The Preference Dividend for the half-year to June 30 
An interim dividend of 5% on the Ordinary Shares 


/159,000 


£ 

5^500 

5.500 

IT,000 


Deaving a balance available amounting to . . £148,000 

This sum the directors recommend should be dealt with 
as follows :— 

Provision for taxation on the profits of the year :— 

Prolits Tax 23,000 

Income Tax . . . . . . . . 54,000 

Transfer to Stock Keplaccnicnt Reserve . . . 10,000 

Transfer to General Resf^rve ..... 20,000 

Payment of Dividends, less tax :— 

i’reference Dividend for the half-year to December 31 5,500 

Final Dividend of 30% on the Ordinary Shares . . 16,500 

129,000 

Leaving to be carried forward to next year the balance 

amounting to ....... 19,000 


;£i 48 ,ooo 


Preference Dividend Arrears.—It has already been stated that 
arrears of dividend on cumulative Preference Shares are a doubly 
contingent liability of the Company and they must be noted on the face 
of the Biilance Sheet (Eighth Schedule, para, ii [3]). The information 
disclosed must include: (i) the gross amount of the arrears (separately 
for each class of shares if more than one), and the period or periods 
during which such arrears have accrued, e.g .: The dividends 

on the 4^% First Cumulative Preference Shares are in arrear since 
December 31, 19..., and on the 6% Second Cumulative Shares since 
June 30, ig..., the amounts of such arrears, before deduction of income 
tax, being £H,ioo and £16,500 respectively." It has already been 
stated that if the available profits of any one year are insufficient to 
meet the preference dividends, they accumulate from year to year until 
sufficient profits have been earned to enable the arrears to be dis- 
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charged. But since payment is contingent upon sufficient profits being 
earned, and dividends upon those profits being declared, the liability 
is not one that can be passed into the books. A note of its existence 
on the face of the Balance Sheet is all that is necessaIy^ It is not 
necessary that a company should defer payment of its arrears of 
preference dividend until it is in a position to discharge the whole of 
the arrears. Instalments on account of such arrears are frequently 
paid. No dividends can be paid on the Ordinary or other inferior 
classes of shares until all the arrears on the Cumulative Preference 
Shares have been discharged. 

Interim Dividends. —Table A authorises Directors to pay such 
interim dividends as they deem to be justified by the profits of the 
company, and most companies, whether they do or do not adopt 
Table A, take power in their Articles to declare such dividends. 
Interim dividends are paid in anticipation of a final profit for the 
financial year, usualh^ in respect of the first half of the financial year, 
and their payment does not require the sanction of a general meeting. 
Considerable responsibility attends the declaration of interim divi¬ 
dends, and the greatest care is necessary in preparing the interim 
accounts upon which the distribution is based. All necessary reserves, 
provisions, and depreciations should be made, and even then the 
distribution should be at a conservative rate. It would appear that 
directors are entitled to rely upon bona-fide valuations and opinions 
when estimating profits for the purpose of declaring an interim dividend 
(Lucas V. Fitzgerald, [1905]), but such dividends may be rescinded 
before payment (Lagunas Nitrate Co. v. Schroeder, [1901]), but no such 
power exists in respect of a final dividend once it has been declared 
(Sever 71 a 7 id Wye Raikcay Co., [1896]), 

Book Entries. —There are two alternative methods of treatment, 
according to whether the company's practice is to show the dividends 
net or gross in its published accounts. The method recommended, 
and now almost universally adopted, is to show all dividends paid 
net,” i.e. to disclose only the actual amount which is paid to the 
members in all instances, that is to say including those cases where 
income tax has in fact been deducted. If the dividend is paid ” free 
of tax ” no question arises; this is the only possible method. If the 
dividend is declared at the ” actual ” or ” gross ” rate, tax must be 
deducted, but if, as recommended above, dividends are shown ” net ” 
in the published accounts, they will also be shown ” net ” in the 
books, no entry whatever being made in regard to the tax which has 
been deducted. All that is necessary in this case is to debit Profit and 
Loss x^ccount and credit Dividend x4ccount with the net amount of 
the dividend (either through the Journal or by direct transfer according 
to the accountant's taste), and on payment credit the Cash Book and 
debit Dividend Account, thus closing it. 

If, on the other hand, the dividends are disclosed ” gross,” that is 
if the amount appearing in the published Profit and Loss Account is 
the amount of the dividend before deduction of tax, then the other 
method should be used in the books. This involves an additional journal 
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entry or transfer debiting the Dividend Account and crediting Income 
Tax Account with the amount of tax deducted. If this method is 
used the entries are:— 

JOURNAL. 

_ _ ___ __ Dr. Cr. 

ig... 

Feb- 3 Profit and Loss Account (Appropriation S^ection) . Dr. 

To Dividend Account 

Being amount of dividend at io% on the loo.oou Ordinary 
Shares as per Shareholders’Kesolution, lanuary 30, 

19... 

Dividend Account ...... Dr. 

To Jnuotne 'J*ax Account ...... 

Being tax at ... in the / upon the dividends payable to 
the ordinar>' sliareholdcrs as above. 


Unless the dividend is free of tax {i,e. without deduction of tax, 
and is a short way of saying '' a dividend at such rate as, after 
deductifm of tax at the standard rate, will be equivalent to a net rate 
of ...% '*) tax will be deductible, and the rate of tax deducted will be 
the standard rate in force on the due date of payment, without 
reference to the rate or rates which may have been in force during the 
period in which the profits in question were earned. 

It should be understood that though, in theory, the above remarks 
regarding the treatment of dividends are equally applicable to 
dividends received as well as dividends paid, as well as to interest 
receivable or interest payable, the recommendation as to showing them 
net is intended to apply only to dividends paid, not to dividends 
received nor to interest whether received or paid. It is generally 
better, though there may be reasons to the contrary in particular 
cases, to .show all these gross." 

It is of intere.st at this point to consider the effect of each alternative 
method of treatment on the Income Tax Account. Considering, for 
the sake of simplicity, only the position as it is affected by a dividend 
(payable (it can easily be seen that exactly similar considerations apply 
to the payment or receipt of interest or to dividends receivable) we 
see that if the dividend is shown " net," there is no entry in the Income 
Tax Account arising in connection with the dividend: as a result, the 
balance on the Income Tax Account simply represents the tax paid 
(subject possibly to reserves or provisions, of course, but for the j')resent 
purpose we can ignore those). It is clear therefore that the whole 
amount of tax paid by the company will appear in the Profit and Loss 
Account without deduction, in other words the Profit and Loss 
Account will disclose the company’s total tax liability. If on the 
other hand, dividends are shown gross. Income Tax Account is credited 
with the amount of tax deducted, and the balance, disclosed in the 
Profit and Loss Account, will represent the difference between the total 
tax paid and the amount recouped by the company by deduction from 
the dividends, that is to say it will represent the net tax actually borne 
by the company itself. 

Needless to say, it is absolutely necessary in the published Profit 
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and Loss Account to use wording which will make it clear which 

method has been adopted, e.g .:— 

Ordinary dividend of 6% gross. 

Interim dividend on the Ordinar}' Shares of 4%, less tax. 

This requirement is specifically stated in the Eighth Schedule 
(para. 14 [4]). 

Sometimes, instead of a debit direct to Profit and Loss Account, 
the following alternative entries are made :— 


JOURNAL. 

Dr. Cr. 


Dividend Account ..... 

To Sundry Shareholders (Dividend, etc.) . 

For dividend at 10%, etc., etc. 

. Dr. 

. 

L.F. Ij 

li 

: r 

£ 1 ’ rf. 

i j 

. 1 

if!* 

i 

Sundry Shareholders .... 

nr... Tn......... '1'.... A..........* 

. Dr. j 

i !: 


,! ; 


! Being tax at.in the £, etc. 


In due course, when the Profit and Loss .\ccount is being prepared, 
the Dividend Account is transferred to the debit of the Appropriation 
Section. 

For the payment of dividends a separate banking account should 
be opened, and the net sum (i,e. the gross amount of the dividend less 
tax) should be transferred by the bank from the debit of the general 
banking account to the credit of the dividend banking account. Where 
shares of different classes are issued, this practice should be followed 
for each class of share. All dividend warrants presented for payment 
will be debited by the bank to this account, which will automatically 
close unless a balance remains thereon because some of the warrants 
have not been presented for payment. Any such balance will represent 
the amount of " unclaimed dividends." 

Unclaimed Dividends. —When the warrants become " stale," the 
amount of the unclaimed dividends should be set out in the Balance 
Sheet as a separate liability. (See the Burnham Case, however, on 
p. 366.) In some cases, a separate account is kept at the bank to which 
all unclaimed dividends are transferred. If no separate account is 
kept for this purpose, the balance of the Dividend Account will be 
transferred to the general banking account after a lapse of, say, three 
months. Old-established companies frequently accumulate a con¬ 
siderable sum from unclaimed dividends. 

Illustration.- So\ei\ d'Or, Ltd., published accounts for the year ended 
December 31, 19..., showinjc^ a net profit of ^8,624. At the annual meeting on 
February 5 it was resolved to transfer £1,000 to Reserve Account, making that 
account £5,000 in all, to confirm the Directors' recommendations to pay a 
dividend of 10% less tax on the Ordinary Share C apital of £50,000, and to carry 
forward the balance tf) next yt^ar. All dividend warrants were presented for 
payment as on March i, with the exception of a warrant for £55 (J. Smith), 
which was still outstanding. Assume Income Tax at 95. in the £. Make the 
necessary entries to carry out the above resolutions. 
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36 


Dec. 31 Profit and Lon Account (Appropriation Section). Dr. ar a.«o o o 

To Dividend Account.8x 

For dividend at 10% less tax at gs. on 50.000 Ordinary 
Shares of £1 each as per resolution. 


„ 31 Proht and Loss Account (Appropriation Section) .Dr. 41 1,000 o o 

To Reserve Account.105 

Transfer to the latter Account as per resolution. 


J’ROFIT AND I.OSS ACCOUNT. 


L.F. 

£ 

5. 

d. 

£ 

s. 

4 X 

2,750 

0 

0 



8 z 




2,750 

0 

41 

1,000 

0 

0 



105 




1,000 

0 


Dr. 








19... 


J. 

£ 

5 . 

d. 

19... 


Dec. 3 X 

To Dividend Account 

36 

2,750 

0 

0 

Dec. 31 

By Balance brought 

.. 31 

„ Reserve Account. 

36 

1,000 

0 

0 


down 

„ 31 

„ Balance carried 







down 

v' 

4.874 

0 

0 






1 £8.624 

0 

0 








1 

10 .. 






J 


Dec. 31 

By Balance brought 
down 


£ j. d. 
V 8,624 o o 

(C8.624 o o 

\/ 4,874 O o 


DJVlDJ^Ni) ACCOUNT. 


19 


! J. 

ji £ js.ld. iQ... 

I 

J. 

£ 

5. d. 

Mar. 1 

To Casli . 

* j 9.1 

; 2,695 i 0 i 0 Dec. 31 

1 1 ' 

I By Profit and Loss 



.. X 

„ Balance 

c.irried i 

j Account . 

36 

2.750 

0 0 


down 

. 1 v/ 

!; .I.*) I 0 i 0 

' 




I 

1 £2,750 iolo 

. ■ • ■ - ■ 



£2,750 

0 0 


j 

i 

‘ 1 X 9 -- 

j Mar, 1 

! By Balance brought 







-i 1 

; down (J. Smith 







!i 

1 unclaimed) 

V 

55 

1 0 0 

93 



CASH HOOK. 




93 


i £ 

1 i 

19 .. 
Mar. I 

By Sundry Dividend 
Warrants pre- 


£ 

s. 

l! 1 1 _ 

i 

! sented to date . 

i 

81 

2,695 

1 

0 


Note-- In practice, this anioimt would have, been arrived at by the transfer 
to Dividend Banking Account of £2,7.50, and the return, on March t, of £55 un¬ 
claimed at tliat date, the two entries (debit and credit) in the Cash Book resulting 
in the above balance of £2,693. 

105 RKSKKVE ACCOUNT. 105 








1 £ *• 

d. 

19... 



I 


Dec. 31 


J. \ £ 

Hy Balance brought I 

forward . \/ 4,000 o o 

„ IVoftt and Loss I 

Account . 36 I 1,000 o o 

£5,000 o o 
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Income Tax on Dividends.—It will be clear to the student that 
companies must deduct tax from Preference or other dividends of fixed 
amount, otherwise the preferential rate of dividend will be exceeded 
to the detriment of the Ordinary Shareholders. A fixed Preference 
dividend of 5% paidfree of tax ** would in effect amount to a dividend 
of 9*09%, assuming the tax to be gs, in the £, Dividends on Ordinary 
Shares are in a different category, and companies, if they so desire, 
may elect to send out the warrants as “ tax free.** This expression is 
not, however, a happy one. No di\idend is free from the obligation of 
income tax. The effect of paying a dividend “ free of tax is simply 
to increase the rate of dividend by the amount of tax at the current 
rates. 

Reference to the specimen dividend warrant given on p. 377 will 
show that the gross amount of the dividend, the amount of the tax 
deducted, and the net amount of the warrant arc clearly stated in 
accordance with the Income Tax Act 1952, S. 199. The warrant also 
certifies the due payment of the tax, and is accepted by the Authorities 
in support of claims for repayment of income tax or relief. The amount 
of tax deducted from dividends is not remitted to the Inland Revenue 
Authorities, but simply reduces the amount of net tax which is 
ultimately borne by the company. 

EX.\MINATION QUESTION. 

The capital of Christines, Ltd., consisted of /'loo.ooo, divided into 40,000 
Preference Shares of /i each and 00,000 Ordinary Shares of /i each. The whole 
of this capital was fully paid up. 

The x^rofits of the comj)any for the year ended December 31, 19... amounted 
to /i8,y82. 

The Directors decided to allocate this profit as follows:— 

(a) To x>ay the Preference Dividend due for the year. 

(b) To pay a dividend of Jo%, free of tax, on the Ordinary Shares. 

(c) To open a Reserve Account and transfer £3,000 thereto. 

(if) To carry forward the balance to next year. 

Give the entries necessary to record this decision in the books of the company. 
( I^oyal Socieiy A rts .) 

Solution. 

Xote. —Tlie standard rate of tax is assumed to be gs. 

PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 
DECEMBER 31. 19,.. 

(Appropriation Section.) 

Dr. Cr. 


19... 

1 


il 

£ 

19. 



£ 

s. d. 

Dec. 31 

To 8% Preference i 


j 


Dec. 31 

By Balance brought 





Dividend Ac- 



' ! 


down . 

V 

18,782 

0 0 


count less tax . 

6 

1 

1,760 [ 0 0 






M 3 Z 

„ Ordinary Divi- 


1 

1 







dend Account . 

4 

1) 

6,000 ! 0 0 






» 31 

„ Transfer to Re- 



j 







.serve Account 

8 


5,000 0 0 





1 

.. 3X 1 

1 „ Balance carried 



i 







down . 1 

V 


6,022 ! 0 0 










£18,782 ' o| 0 

i 

1 


£18,782 

0 0 






19... 










Dec. 31 

By Balance brought 







i 


i 

down 

V 

6,022 

0 0 
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ORDINARY DIVIDEND ACCOUNT. 


Du. 


Cn. 


19 -.. 

Dec. 31 i To Cash 


C.B. 

i 

s. 

d . 

19... 1 


1 6,000 

1 

0 

0 

Dec. 31 j 

1 

1 _ 

. 


_ . .J_ 


Account . 


C 

6,000 


6 

8% 

PREFERENCE 

iJlVlDJiNI) ACCOUNT. 




6 

Dr. 









Cr. 

19... 


I C.B. j 

£ 


d. 

19 .. 



i 

s. 

d. 

Dec. 31 

ioCash 

. 1 12 ! 

1,760 

0 

0 

Dec. 31 

By Profit and Loss 












Account . 

2 

1,760 

0 

0 




£1,760 

.. 


0 




£1,760 

0 

0 

8 


RESERVE 

ACCOUNT. 




8 

Dr. 









Cr 




1 : 

£ 

s. 

d. 

19... 



£ 

5 . 

d. 







Dec. 31 

By Profit and Loss 

i 



1 



j i 





Account 


5,000 

0 

h 

12 



CASH 

BOOK 




12 


Dr. Cr. 



C £ s.d. 

19... 

j ^ 

5. 

d 


1- ; 

Dec. 31 ! By Ordinary Divi* 

!: 





deml .\ccount 

4 j; 6,000 

0 

0 


I ! 

„ 31 . „ 8% Preference 






i Dividend Ac- 

! j 




|i j i 

ii i ; 

! count . 

6 i 1,760 1 

l! 1 

0 j 

1 

0 


A'o/f.--'riic cash entries are made on the assumption that the directors' 
“ decisions ” in the question were duly a])pr()ved by the members and carried into 
eJlect. Jnstructions to this effect are not included in the question as set, but are 
assumed in order to give a conqilete answer. 

Scrip Dividends.—Where its Articles so permit, ii company may 
distribute a free of tax dividend in the form of shares or debentures 
in other companies. This amounts simply to dividing investments 
among the shareholders instead of realising them and paying cash. 
The appropriation of profits for the dividend is made in the usual 
manner.* 

Illustration .—The Directors of Rayon d’Or, Ltd., whose summarised 
Balance Sheet, as at June 30, 19..., is as set out on p. 374, decided to recommend 
a ” free of tax ’* dividend at the rate of 10% per annum on the Ordinary Share 
capital for the year ended June 30, 19..., to be satisfied by the distribution 


* See also p. 304 as to the utilisation of the Capital Redemption Reserve Fund 
for the issue of bonus shares in certain circumstances. 
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among the shareholders of part of its inv'estnient in Soleil d Or, Ltd., at par. 
The shareholders duly declared the dividend at the Annual General Meeting, 
and the distribution took place on October i, ip... (a) Show by means of 
Journal entries tlie necessary entries in the books ()f Rayon d’Or, Ltd. 
(d) Would any entries be necessary in the books of Soleil d'Or, Ltd. ? 


Rayon d'Or, Ltd. 


BALANCE SHEET. JUNK 30, 1.) .. 


Issued Capital :— 

10,000 7% Preferenro Shares «.»f , 
£1 each, fully pai«l . i. 

40,000 Oixiinary Shares of i! 
each, fully paid . . 

Sundry liabilities 


c 

I I 

10,000 ; O O 

I i 

SO,CKK» I O ! O 

40,000 ‘ O i O 


I £130,000 { o ! o 

1 ' i 


Sundry Assets .... 
Investment iti 20,000 Shares of £i 
each, fully paid, in Soleil d’Or, 
I.td., at cost 



5. 

d. 

1 X 0,500 

0 

0 

19,500 

0 

1 ° 

0 

1 £130,000 


0 





(u) Rayon d*Or, Ltd. 


JOURNAL. 


19... j 
Oct. 1 


Profit and Loss Account (Appropriation Section) . Dr. 

'I'o Ordinary Dividend Account 
Being dividend at the rate of 10% per annum “ free of 
tax ” declared this day. 


Dr, 


Ordinary Dividend Account 
To Investment in Soleil d’Or, Ltd. . 

Being satisfaction of Dividend by the transfer of 8,oo(j 
shares of £x each, fully paid, at par, in Sideil d’Or, Ltd. 


Dr. 


Cr. 


!i i 

1 1 
1 

d. 

£ 

s. 

i! 8,000 

ij 

1 “ 1 
1 

0 

8,000 

0 

ii I 



i 


8,000 

: u 

i 1 

0 

1 i 

1 8,000 

1 

0 

i 


Notes.— {i) The difference between the par and book values (£200) of the 
shares transferred may be credited to a Capital Reserve, but it is more prudent 
to retain it in the Investment Account until it is seen what the remaining shares 
realise. 

(2) The transfers would go before the Directors of Soleil d’Or, Ltd., in the 
usual way, and the necessary entries made in the Register of Members. No other 
entries would be required, unless a Regi.ster of Transfers had to be written up. 

Dividend Book or Sheets.—It is usual and useful to prepare a set of 
ruled sheets to record the details of the payment of a dividend, or to 
keep a conveniently ruled book to record details of a series of dividends. 
The ruling of such a book will be found on p. 376. 

Dividend Warrants.—The instrument by means of which the 
payment of dividends is effected is called a Dividend Warrant. Speci¬ 
mens of such documents, reproduced from an Inland Revenue circular, 
are given on p. 377. 

These warrants serve several purposes. They provide: (a) notice 
and particulars of the dividend payable to the shareholder; (6) a certi¬ 
ficate of the amount deducted for income tax; (c) a cheque in payment 
of the amount due. The lower portion of the warrant is paid into the 
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payee's bank, the upper part being retained by him. The payee's 
signature on the face of the cheque instead of the usual indorsement 
facilitates rapid reference when the warrants are filed, and is convenient 
for audit purposes. S. 33 of the Finance Act, 1924, requires every 
warrant to show: (a) the gross amount which after deduction of tax 
corresponds to the net amount actually paid; (6) the rate and the 
amount of tax appropriate to such gross amount; (c) the net amount 
j)aid. Failure to comply with these requirements renders defaulters 
liable to a fine. 

Payment of Dividends Direct to Banker. —It is a growing and useful 
practice for shareholders to instruct the companies to pay dividends 
direct to their bankers. Most companies welcome this practice, and, 
on request, will supply printed forms containing the necessary instruc¬ 
tions to be filled in, signed, and returned by the shareholder. Warrants 
drawn under such authority are made payable, e.g. to “ The National 
Provincial Bank Limited for the account of .and are acknow¬ 

ledged by the bcink to the companies, they being authorised to accept 
the bank's receipt as a full discharge. When a number of instructions 
are received to pay dividends to various accounts at the same bank, 
it is customary to send one cheque only to the bank covering all 
dividends due, accompanied by the individual counterpart warrants. 
This practice saves time and stamp duty. The companies should make 
a note in their Share Registers, and Dividend Books, if kept, of the 
receipt of all such instructions. 

Closing the Register. —The student may have seen in the public 
Press, under the headings of the companies concerned, notices to the 
following effect: “Blanks, Ltd. Notice is hereby given that the 
registers of all classes of shares in the above company will be closed 
from February i to F^ebruary 14, 19..., both days included." Such 
a notice means that no transfers of shares will be registered by the 
cf)mpany during the fourteen days indicated, the registers being closed 
for the purpose of preparing dividend lists for the shares as registered 
on T'^ebruary i. Persons buying or selling shares between these dates 
must settle the ownership of the dividend about to be declared on them 
as between themselves. If the shares are sold cum div., the purchase 
price of the shares will be increased by the amount of the dividend, and 
the dividend will belong to the purchaser; if they are sold ex div., the 
dividend will belong to the seller. The company will pay the dividend 
to the registered holder of the shares at the date when the register was 
closed, and if the shares have been sold cum div., the buyer will claim 
the amount from the seller. Closure usually starts about a fortnight 
before the date of the Annual General Meeting and lasts for fourteen 
days. Normally, quoted shares are made ex div. on the Stock Exchange 
Account day following the declaration of the dividend, provided the 
Transfer Books have already been closed. If the Transfer Books are 
not closed until after the dividend has been declared, the securities 
are made ex div. on the account day following the closing of the 
IBooks. 
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complete, the loose sheets should be bound in book form. 
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Example (i). 

{Form for Dividend “ Less Income Tax,**) 

The X Y Z Company, Limited. 

127 Concord House, 

London, E.C, 2. 

No. 7641. December i, 19... 

To James Scott. 

A dividend at the rate of 5% per annum on the Ordinary Shares of the 
Company having been duly declared for the year ended September 30, 19..., I 
beg to forward you the annexed warrant for the amount in respect of the shares 
registered in your name. 

£ s. d. 

1,200 Ordinary Shares of each at 5% . . 60 o o 

Less Income Tax at 95. od. in the ^ . . . 27 o o 


Net amount of Warrant . . ^£33 o o 

I hereby certify that Income Tax on the profits of the Company, of which 
profits tliis dividend form.s a portion, has been or will be duly paid to the proper 
Officer for the receipt of Taxes. 

J. Grant, Secretary. 

This portion of the sheet should be preserved, as it will be accepted by the 
Inland Kevenue authorities in connection with any. claim to allowance or relief 
from Income Tax, 


Example (2). 

{Form for Dividend '* Free of Income Tax.”) 

The X Y Z Company, Limited. 

127 Concord House, 

London, E.C. 2. 

No. 7641. December i, 19... 

To James Scott. 

A dividend at the rate of 5% per annum, ** free of Income Tax,** on the 
Ordinary Shares of the Company having been duly declared for the year ended 
September 30, 19..., I beg to forw^ard you the annexed warrant for the amount in 
respect of the shares registered in your name. 

1,200 Ordinary Shares of £\ each at 5% 

This dividend is equivalent to a gross amount of 
Less Income Tax at 95. od. in the £ 


Net amount of Warrant . 

I hereby certify that Income Tax on the profits of the Company, of w^hich 
profits this dividend forms a portion, has been or will be duly paid to the proper 
Officer for the receipt of Taxes. 

J. Grant, Secretary. 

This portion of the sheet should be preserved, as it will be accepted by the 
Inland Revenue authorities in connection wdth any claim to allowance or relief 
from Income Tax. 

Stale and Lost Warrants. —Dividend warrants usually bear a note 
to the effect that payment will be refused unless they are presented 
within six months of the date of issue. A stale warrant unpresented, 
or presented and refused, may be submitted to the secretary of the 
issuing company, for verification, and may be presented or re-presented 


;^6o o o 

£ s. d. 
109 I 10 
49 I 10 

£0o o o 
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for payment on his authority. Usually, this authorisation is in the 
form of an indorsement of the warrant:— 

Please Pay 

BLANKS, LTD., 

George Williams, 

26/10/19... Secretary . 

If a warrant is reported lost, the company will issue a duplicate, 
provided that it is indemnified against loss by the shareholder. 

Dividends on Bearer Securities.—It has already been explained that 
bearer securities are usually accompanied by a sheet of coupons which 
entitle the bearer to payment of the specified interest on the dates 
named thereon. Listing forms can be obtained from the company, 
and must usually be prepared and handed, with the coupons, to the 
holder's banker, who will collect the dividend due as if he were collect¬ 
ing a cheque, tax being deducted at the standard rate. If no coupons 
are issued, the holder of a share warrant must deposit it with the 
secretary for verification. If in order, the warrant will be returned to 
him together with a cheque for the amount due, less tax. 

Dividend Reserve Account.—Some . companies maintain such an 
account for the purpose of equalising dividends as between lean and 
prosperous years. Such a reserve is useful in the case of companies 
whose profits fluctuate widely, and tends to steady the market price of 
the shares. To fulfil its purpose satisfactorily, a fund of this kind 
should be invested outside the business in sound securities. 

Bonus Shares as Dividend.—A successful company may have 
accumulated a large Reserve Account out of profits. The expansion of 
the company has necessitated increased working capital, and, to obtain 
this, the company has retained profits in the business instead of dis¬ 
tributing them “ up to the hilt.*' In these circumstances, the market 
value of the shares is sure to appreciate, and the premium may become 
so high as gravely to restrict the market for the shares. For these, and 
other financial reasons, a distribution of part, or of the whole, of the 
accumulated reserve may be desirable. Such a distribution will be 
intra vires if the Articles of the company give power to issue " bonus 
shares." The procedure adopted is to transfer such part of the reserve 
as may be necessary to the credit of Profit and Loss Account, or Bonus 
Dividend Account, and to declare a dividend payable in fully paid 
shares instead of in cash. Generally an agreement is entered into by 
the company with X on behalf of the shareholders providing for pay¬ 
ment not in cash but in shares; and this agreement is approved by 
the company in general meeting. Recipients of dividends taking the 
form of bonus shares are not liable to sur-tax in respect thereof, unless 
the distribution includes such an option to take either shares or cash 
as to constitute it income. Recent cases indicate that the decision of 
the company as to whether the distribution is capital or income holds 
good, provided the decision is supported by the facts. The shares 



LIMITED COMPANIES 379 

have already, of course, paid income tax, since the reserve has been 
accumulated out of profits on which the company was assessed in the 
usual course. As to the capitalisation of profits on redemption of 
Redeemable Preference Shares, see pp. 304 and 390. 

lunancial companies, sometimes, also distribute shares they have 
acquired in the course of flotations, or other transactions, amongst their 
shareholders in the form of dividends payable in kind. Again, com¬ 
panies in need of further working capital may secure the capital by 
declaring a dividend payable in shares, the necessary funds being 
provided out of profits. Further, shares not fully called may be 
called up as to the balance, the necessary" funds being provided by a 
distribution from reserve. 

Jllustyation.- Soleil d’Or, Ltd., was registered with a nominal capital of 
100,000 in shares of li eacli. £75,000 of this capital was issued, subscribed, 
and fully paid. The Company proved prosperous, and, on December 31, 
19..., had accunmlated a Keserve Fund of £55,000. On the same date it was 
resolved to di.stribute a portion of the Ke.scrve Fund and to declare a bonus 
dividend in the shape of an issue of one fully paid share of £j to every two 
shares held. The entries are as follows. 


JOURNAL. 7 

Dr. Cr. 


Reserve Fund ...... Dr. ] 

To Bonus Dividend Account . .1 

Being transfer from Reserv'e to provide for the Bonus j 
distribution passed this day. j 

I 

5 

i c 

37,500 

s. 

0 

<i-|! £ 

jl 37,500 

ij 

t' 

! 

Bonus Dividend .Account .... Dr. , 

5 

1 37,500 

0 

0 i 

i 

To Ordinary Share Capital Account . .1 

3 

1 


1 ji 37,.50o 1 

i 0 i 0 

Being the issue of 37 i 5 oo new Ordinar>’ Shares in ' 


i 


‘ i! 

1 j 

accordance with the tenns of the resolution, dated I 

j 

1 


1 1 


December 31, 19... | 

_ 1 

1 

!_ 



1 


1 


RESERVE FUND. 


X 


Dr. Cr. 



3 

Dr. 


ORDINARY SHARE CAPITAL ACCOUNT. 3 

Cr. 




£ 

s. 

d. 

19... 
Dec. 31 

.. 31 

By Balance . 

„ Bonus Dividend 
Account 

V 

J.7 

£ 

75,000 

37,500 

s. 

0 

0 




j 





£iia.5oo 

1 ^ 


Note .—The Company would have to increase its Capital to the required 
amount before the distribution could be made. 
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5 BONUS DIVIDEND ACCOUNT. 5 

Dr. __ __ _ _ _____ Cr. 


19... 
Dec. 31 

To Ordinary Share 
Capital Account 

J. 

7 

i 

37.500 

5. 

0 

d. 

0 

19... 
Dec. 31 

By Reserve Fund . 

J. 

7 

c 

37,500 

5 . 

0 

d. 

0 

1 

1 

1 

i 


£37.500 

oj 

0 




£37,500 

0 

0 


Alternative entries are as follows:— 


Reserve Account .... Dr. 

To Profit and Loss Account 
Profit and Loss Account . . Dr. 

To Sundry Shareholders 
Sundry Shareholders . . . Dr. 

To Share Capital .Account . 

If the shares of the Company are not fully paid, and tlie Bonus is to be 
utilised to meet a final call of 5s. per share, instead of calling upon the share¬ 
holders to find the cash, the entries would be:— 


JOURNAL. 

I>R. Ck. 


j Final Call Account ..... Dr. 

I To Share Capital Account ..... 
j Being Final Call of ^s. per share on 100,000 shares made 
this day. 

. . . . 

1 

1 ^ 

! 25,000 

! 

s. 

0 

d. 

0 

j £ 

i 3^,000 

! 

2. 

0 

Sundrv Shareholders 

. Dr. 


25,000 

0 

0 

i 


To Final Call Account 


ii 

1 


3 $,noo 

0 

Being call of 55. per share due this day. 


i: 

1 

i 




Reserve Account .... 

. Dr. 


2 5,000 

0 

0 


1 

To Sundry Shareholders 


! 




35,000 

0 

Being Bonus declared this day. 


j 




i 



If the Company so elects, the Bonus Shares may be issued at a premium; 
in which case the entry would be:— 

Profit and Loss Account . . Dr. 

To Sundry Shareholders 
,, Premiums on Shares Account . 


Or, alternatively, as shown in the illustration on p. 358. 


Illustration 2 .—Rayon d'Or, Ltd., was registered with a nominal capital of 
£200,000 in shares of £i each. 100,000 of these shares were issued, subscribed, 
and fully paid up. On December 31, 19..., the market quotation for the shares 
was 2j-2|. 

The directors decided to declare a dividend payable by the issue of one £i 
share, taken at the price of £2, for every fifty £1 shares held. The necessary 
funds were to be provided out of profits, the credit balance of the Profit and 
Loss Account being £\o,2fhb. 

The necessary entries are:— 


9 JOURNAL. 9 

Dr. Cr. 


19... 



- £ 

s. 

d. 

£ 

s. 

d. 

Dec. 31 

Profit and Loss Account .... Dr. 

3 

i 4,000 

0 

0 




To Bonus Dividend Account . | 

Being transfer of funds to provide for the issue of 2,000 

* 



4,000 

0 

0 




new £1 shares at £2 each as per resolution this day. 








,. 31 

Bonus Dividend Account .... Dr. 

! 5 1 

4,000 j 

0 

0 




To Sundries :— 








Share Capital Account. 

I 




2,000 

0 

0 


Premium on Shares Account .... 

7 

j 



2,000 


0 


Being transfers recording the issue of 2,000 new shares 


1 






and the premium of £x |>er share. 


i_ 
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I 

SHARE CAPITAL ACCOUNT. 

X 

Dr. 


Cr. 




L 

s. 

d. 

19... 



c 

s. 

d. 






Dec. 31 

By Balance . 

y 

100,000 

0 

0 






M 31 

„ Bonus Dividend 

J. 








Account 

9 

2,000 

0 

0 









£102,000 

0 

0 


3 PKOFIT AND LOSS ACCOUNT. 3 

Dr. Cr. 


19... 


J. 

1 

1 £ 

s. 

d. 

19 .. 



i 

s. 

d. 

Dec. 31 

To Bonus Dividend. 




Dec. 31 

By Balance . 

V 

10,286 

0 

0 

Account 

„ Balance carried 

9 

1 4iOOO 

0 

0 




» 31 




down 

V 

1 6.286 

1 

0 

0 







i 

i 


1 £10,286 1 

10 

0 




£10,286 

0! 

0 


! 

1 


i 1 



19... 
Dec. 31 

j By Balance brought 


6,286 

.J 




1.. i 

i 

1 j 

1 



down . 

V 

! 0 

! 

0 


5 BONUS DIVIDEND ACCOUNT. 5 

Dk. Cr. 


19... 

1 

J. 


s. 

d. 

19... 


J. 

£ 

$. 

d. 

Dec. 31 

To Share Capital 




Dec. 31 

1 By Profit and l.oss 





Account 

9 

2,000 

0 

0 

1 Account 

9 

4,000 

0 

0 

M 31 

„ Premium on 





1 





Shares Account 

9 

2,000 

0 

0 


! 






i 


£4,000 

0 

0 



i 

£4,000 

0 

0 


7 PKEMIUM ON SHARES ACCOUNT. 7 


Dr. Cr. 




£ 

s. 

d. 

19... 
Dec. 31 

By Bonus Dividend 

J. 

£ 

1 






Account 

9 

2,000 

oi 0 


Illustration 3.—Assume that the bonus distribution is made to meet pay¬ 
ment of the uncalled portion of the share capital. The entries in this case are 
exactly on the lines of those illustrated in (2) above. The Reserve Fund, or 
l^ofit and Loss Account, as the case may be, is debited with the amount 
necessary to meet the call, and the Bonus Dividend Account is credited with a 
similar amount. The Bonus Dividend Account is then debited, and Final 
Call Account credited, with the same amount. This entry completes the 
payment in full of the shares. Final Call Account is closed by transfer to the 
credit of Share Capital Account. 

EXAMINATION QUESTION. 

The Annual Accounts of Rayon d'Or, Ltd., showed a balance to the credit of 
Profit and Loss Account of £5,95^ as on December 31, 19... The Nominal 
Capital of the Company consisted of 10,000 shares of £i each, all of which had 
been subscribed and fully paid up. 
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At the Annual Meeting in February 19... it was decided: (a) To increase the 
Nominal Capital of the Company to £i$,ooo by the issue of l’rt?ference 

Shares of £1 each, (ft) To pay a dividend for the year it)... of 55%, 50% to be 
discharged by the issue of fully paid Preference Shares at par, and the balance 
5% to be paid in cash. 

Give the entries necessarv to record these transactions, (lioyal Society Arts.) 


Solution. 

Note .—The standartl rate of income tax is assumed tt) be <)S. 

Rayon d’Or, Ltd. 

I PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 
DECEMBER 31, 19... 

(Appropriation Section.) 


19- 


i 

: 1 

i s.', d. 

1 

Feb.28 

To Ordinary Share 


'• i 

Dec. ■?! Bv Balance brought 1 


Dividend 

3 1 

5.275 \ o 0 

down . . j 

» 28 

„ balance carried 


! j 

! 


down 

v' 1 

675 :0i0 


1 



£5,950 10! 0 

1 1 




I 1 

19... 1 




1 ! 

Feb. 28 j By Balance brought ; 




i i 

i_ 

i down . , j 

3 

ORDINARY 

SHARE J 

DIVIOKN 1 J ACCOi; N T. 

Dk. 






Ij /:5,95o ’ o!o 

ji ' 

i I I 

i 675 I oIo 


19... 

Feb. aS To Preference Share 


28 j „ Cash 


[i i i s.: ti- 

19... ! i 

!l £ 

J. 


Feb. 28 ! By Profit and Loss j 

ii 

[ 

j| 5,000 i 0 j 0 

Account . 1 

1 j 5.275 

0 j 0 

ii 275 1 0 1 0 

i 


j 

j| £5.275 |o|o 

i 

! . ^ .J 

1 £ 5.275 

0'0 

_L. 


ORDINARY SHARE CAPITAL ACCOUNT. 



j £ s.d. 

19... 

\ L s.d. 



Dec. 31 By Balance 

V j 10,000 0 0 


CASH BOOK. 




£ 

5 . 

d. 

FcS.‘i8 

By Sundry Share- 







holders. Divi- 







dend at 5%, 
less tax at 95. 
in the £ 


Cr. 

i i4<'- 


3 


275 



























LIMITED COMPANIES 383 

6% I'JIEFEUENCE SHARE CAPITAL ACCOUNT. 9 




£ s. 

d. 

10... 


1 f ' 

s. 





Feb. 28 

By Transfer from 








Dividend Ac- ' 



1 

j 




count . 

3 5.000 

0 


The above entries are frequently the only ones made in actual 
practice. In the author’s opinion, such transactions should be 
journalised to secure a sequential record. The examination candidate 
may answer questions of this type by submitting either Journal or 
Ledger entries—both cannot fairly be expected in a speed test. The 
Journal entries are set out below, and subject, of course, to the 
examiner’s specific instructions would gain equal marks. 

JOURNAL. 


Dec. 31 I Profit and Loss Account (Appropriation Section) . Dr. 
j Tti Ordinary Share Dividend Account 
Beint; dividend at 55% on 10,000 Ordinary Shares of {^1 


Ordinary Share Dividend Account . . . Dr. 

To 6 % Preference Share Capital Account 
Being dividend at 50% satisfied by the issue, as fully 
paid, of 5,000 6% Preference Shares of £1 each. 

Ordinary Share Dividend Account . . Dr. 

To Cash (Bank) ....... 

Being dividend of 5*)o payable in cash less tax at 9s. in 
the £. 



£ 

s. d. i s. 


SA 75 

0 0 



5.275 0 


5,000 

j i 

00! i 

5,000 j 0 


275 

1 0 0 



275 0 

1 


Forfeiture and Re-issue of Shares.—Companies have no statutory 
right to forfeit shares. The Act is silent on the matter, but provision 
is made in the statutory form of the Annual Return for details of any 
shares forfeited. Power to forfeit shares should be taken in the 
Articles- Practically, all companies take this power, and their Articles 
regulating forfeiture follow in the main those of Table A. If a 
company’s Articles are silent on the subject of forfeiture, and Table A 
is not excluded. Articles 33-39 of Table A (23-29 of Table A under the 
Act of 1929) apply automatically. 

The usual procedure is to send a formal notice to the member whose 
calls are in arrear requesting payment, reminding him that interest 
will be charged on the unpaid calls, and that, if the notice is not 
complied with, the shares are liable to forfeiture. If this notice fails, 
it is followed by a second demanding payment of the calls and interest 
thereon, and intimating that, in the event of non-compliance, the 
shares will be forfeited on a date not less than fourteen days from the 
date of the notice. Both these notices are sent by registered post. 
Should the second notice prove ineffectual, a resolution is then passed 
by the Directors forfeiting the shares, and notice of the fact is sent to 
the shareholder. Departure from the procedure laid down in the case 
of forfeiture may invalidate the forfeiture. The procedure must be 
exactly pursued, and every condition precedent complied with. A 
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very little inaccuracy is as fatal as the greatest (James, L. J., Johnson 
V. Lyttie *$ Iron Agency^ [1877]). 

Some students appear to think that when shares are forfeited they 
are cancelled. This, of course, is not the case, since such a proceeding 
would amount to a reduction of capital, w^hich can be effected only by 
leave of the Court. Forfeited shares become the property of the 
company, and may be re-issued at any price which, together with the 
amount paid on them by the original holder, will produce 20s. in the 
£. Thus, if X. Y. w^as allotted 100 £1 shares in Blanks, Ltd., and had 
paid los. per share upon them, but failed to pay the remaining los., 
calls being duly made, the Directors could, after following the pro¬ 
cedure outlined above, forfeit the shares and re-issue them as fully paid 
to A. B. at the price of 105. ])er share, making 205. in all. Forfeited 
shares may be re-issued as partly paid, so long as the re-issue is not 
tantamount to an issue at a discount, otherwise the new holder becomes 
liable for the amount of the discount in addition to the unpaid calls 
when these are made in due course. Of course, if shares issued at a 
discount under S. 57 are forfeited, the amount of the discount must be 
taken into account. 

Illustration. —X. Y., a shareholder in Blanks, Ltd., was allotted 200 
ordinar)^ shares of £i each. He paid 5.9. per share on application, aiul 5s. per 
share on allotment, but failed to pay the first and final call of los. per'share. 
On June 30, 19..., the directors passed a resolution forfeiting the shares under 
the powers conferred upon them by the Articles. 

The nominal capital of the company con.sisted of 100,000 shares of each, 
all of which had been issued and subscribed. 

The necessary entries are as follows:— 


JOURNAL. 

Db. Cr. 


19... 



! £ 

' 5 . i 

1 d. 

1 

£ 

s. 

d. 

June 30 

Ordinary Share Capital Account . Dr. 

1 I 

I 200 

0 

1 0 


1 


To Forfeited Shares Account ..... 
Being 200 Ordinary Shares, fully called up, forfeited as 

3 




200 

0 

0 



per resolution of the Directors, dated this day. 








M 30 

Forfeited Shares Account.Dr. 

3 

xoo 

0 

0 




First and Final Call Account ..... 
Being the amount remaining unpaid on the 200 Ordinary 

5 




xoo 

0 

0 



Shares forfeited as per previous entry. 




1 





Blanks, Ltd. 
I 


LEDGER. 

Ordinary Share Capital Account. 


X 


Dr. Cr. 


X 9 ... 

i 

J. 

£ 

s. 

d. 

19... 



£ 

s. 

d. 

June 30 

To Forfeited Shares 





June I 

By Balance . 

V 

100,000 

0 

0 


Account 

7 

200 

0 

0 







» 30 

„ Balance carried 












down 

V 

99,800 

0 

0 










£xoo,ooo 

0 

0 




£xoo,ooo 

0 

0 







19... 
June 30 

By Balance brought 












down . 

V 

99.800 

0 

0 
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LEDGER— continued. 


Forfeited Shares Account. 

Dr. ____ 


19... 
June 30 

To First and Final 

J. 

£ 

s. 

d. 

19... 
June 30 

By Share Capital 

J. 

£ 

s. 

d. 

Call Account . 

„ Balance carried 

7 

100 

0 

0 

Account 

7 

200 

0 

0 

M 30 


down 


lUO 

0 

0 









1 

I 

£200 

0 ■ 

0 




£200 

0 

0 



1 

1 

! 

' 

i 

1 


19... 
June 30 

1 By Balance brought 


1 

|o 

1 0 




1 ! 

1 ' 



j down . 

1 V 

1 

100 

1 




First and Final Call Account. 


Dr. 


Ck. 


19... 
June 30 


To Balance brought 


£ 

5. 

d. 

.9... 1 

June 30 j By Forfeited Shares 


£ 

s. 

forward . 

1 

V 

100 

0 

i 

0 

1 Account 

7 1 ' 

100 

0 


Blanks, Ltd. 


BALANCE SHEET, JUNE 30, ly... 

(LiAHii.rriEs Side Only.) 


Capital 
Nominal — 

100,000 Ordinary Shares of £1 each 


d. ! 


Forfeited Shares Account, amount paid on shares forfeited as above 


Issued — ! 

100,000 Ordinary Shares of £i each, fully called 100,000 o o I 

Less 200 shares forfeited as |)er resolution of Direx^tors, dated | 

June 30, 19.. . . 200 o o i 


ji 99,800 I o 
100 i o 


An alternative, and more direct, method is as follows:— 


JOURNAL. 

Dr. Cr. 




i 

t 

i 

£ 

s. 

"■i 


S. 

d. 

Ordinary Share Capital Account 

. Dr. 

1 

200 

0 

0 ! 




To First and Final Call Account 





i 

100 

0 

0 

„ Forfeited Shares Account 





j 

100 

0 

0 

Being 200 Ordinary Shares, fully called ui 

>, forfeited as 








per resolution of the Directors, dated u 

lis day. 




1 

.:! 





Most companies, however, prefer the method set out on the previous 
page. 

Re-issue of Forfeited Shares.—In the illustration given above, the 
company has received £100 = los. per share on the 200 shares for¬ 
feited by X. Y. The issued capital of the company has been reduced by 
200 shares, as shown in the Balance Sheet. Although, if the Articles 
so provide, a defaulting shareholder is still liable for the unpaid calls 
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The more direct method of entry is shown in the next example. 

Re-issue of Forfeited Shares at a Premium.—If forfeited shares are 
re-issued at a higher price than the amount outstanding upon them, 
the extra amount received represents a premium, and should be treated 
as a capital profit and used to strengthen the company*s reserves. 
Reverting again to the illustration given above, and assuming that the 
200 shares in question were sold to R. Y. for £150, the necessary entries 
would be as follows:— 


JOUKNAL. 

Dr. Cr. 


19... 



c 

s. 

d. 

£ 

r. 

d. 

July 30 

Sundries:— Dr. 







R. Y. (Cash). 


150 

0 

0 





Forfeited Shares Account. 

To Sundries :— 


zoo 

0 

0 





Ordinary Share Capital Account 


1 



200 

0 

0 


i Premium on Shares Account .... 


1 

1 



50 

0 

0 


Being re-issue of 200 Ordinary Shares forfeited to R. Y. 


! 






at the price of £150 as per resolution of even date. 

i 1' 

I II 1 







10 LEDGER. 10 

Premium on Shares Account. 

Dr. Cr. 


d. 

19... 
July 30 

By R. Y. re-issue of 


£ 

s. 



200 shares 

J. 

50 

0 

_ 


The premium on shares, £50, would appear on the liabilities side 
of the Balance Sheet as a separate item after the statement of Share 
Capital. 

EXAMINATION QUESTION. 

The Directors of Blanks, Ltd., decided to forfeit 500 Ordinary Shares, standing 
in the name of X. Y. Z., on the ground that the final call of 55. per share remained 
unpaid after several applications. 

The Company’s li Ordinary Shares were issued at a premium of 25. 6 d. per 
share, and were payable as follows: On application (May i), 5s. per share; on 
allotment (May 15), 75. (>d. per share, including the premium; on June i, 55. per 
share; on J uly i, 5.9. per share. 

Give the entries necessary to record this forfeiture. (Royal Society Arts,) 


Solution. 


3 JOURNAL. 

Dr. Cr. 


19.. 




1 

^ i 

5. 

d. 

£ 

5. 

d. 

Aug. 

X 

Ordinary Share Capital Account . Dr. 

X 

500 

0 

0 






To Forfeited Shares Account ..... 
Being soo Ordinary Shares of £i each, fully called up, 

5 




500 

0 

0 



forfeited by resolution of the Directors, dated. 









z 

Forfeited Shares Account ..... Dr. 

5 

125 

0 

0 






1 To Sec.ond Call Account. 

Being amount (5s. per share) unpaid on 500 shares for¬ 

7 




125 

0 

0 



feited as above. 
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LEDGER. 

Ordinary Share Capital Account. 


I (Say 50,000 Shares of /i each.) i 

Dr. Cr. 


19... 


j- 

! c 

5 . 

d. 

19... 

j 


L 

s. 

d. 

Aug. X 

To Forfeited Shares 





May I 

! Bv Application Ac- 

J. 




Account 

3 

500 

0 

0 


! count . 

12,500 

0 

0 


„ Balance carried 




15 

; „ Allotment Ac- 

J- 





down 

\ 

49,500 

0 

0 

June I 

count 

; „ I St Call Ac- 

12,500 

0 

0 









i count. . 

J. 

12,500 

0 

0 







July 1 

1 „ 2nd Call Ac¬ 

count . 

J- 

12,500 

0 

0 




j £50,000 ! 

! 0 i 

0 


! 


1 £50,000 

0 

0 





n 

! 


19... 
Aug. 1 

! By Balance brought 






! 


L. j 

1 



! down . 

1 


1 49,500 

0 

0 


3 Pkkmium on Shares Account. 3 

Dr. Cr. 




£ 

s.| d. 

19... 

I ji £ 

s. 





May 15 

By 2s'. (mI. per share i J. i. 





! 

i 


on 50,000 ! Ij 

shares . • j 3 i| 6,250 

0 

1 


5 Forfeited Shares Account. 5 

Dr. Cr. 


19... 


J. 

1 

j £ 

5 . 

d. 

19... 


J. 

£ 

s. 

d. 

Aug. I 

To Second Call Ac- 





Aug. X 

By Ordinary Share 





count 

3 

1 125 

1 

0 

0 


Capital Ac- 





» I 

„ Balance carried 





count . 

3 

500 

0 

0 


down 


j 375 

0 

0 










j £500 ; 

1 0 1 

1 0 

1 



£500 

0 

1 0 







19... 1 

Aug. I 

By Balance brought 

, 1 


1 0 ^ 





.1 ,,_ 



! 

1 down . 

L J 


! i 

l! 


7 Second Call Account. 7 

Dr. Cr. 


' 

19... 
July 1 

To Share Caiutal 
Account 

z 

£ 

12,500 

s. 

0 

d. 

0 

19... 
July i 

„ I 

By Cash, Sundry 
Shareholders . 

„ Forfeited Shares 
Account 

C.B. 

J. 

3 

£ 

12,375 

125 

s. 

0 

0 




£12,500 

0 

0 




j £12.500 

0 


The Application and Allotment, and First Call Accounts would duplicate the 
Second Call Account given above, except that the credit entry would be “ By 
Cash, ;fi2,500,** and need not be repeated here. The tendency of many candidates 
is to write back the premium of 2s. bd. per share on X. Y. Z.'s 500 shares. The 
premium would, of course, be forfeited, together with the amounts paid on 
Application and Allotment, and First Call Accounts, and would remain in the 
Premium on Shares Account as shown above. 
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In view of the provisions of S. 75 that a transfer of shares must not 
be registered except on production of an instrument of transfer, it 
would appear to be necessary for a nominee of the company to execute 
a transfer to the person to whom the shares are re-issued. 

Surrender of Shares.—Shares may be surrendered if the Articles 
authorise surrenders, but to avoid a technical reduction of capital, the 
sanction of the Court must first be obtained, unless the circumstances 
of the case justify the ordinary procedure of forfeiture. Forfeiture is 
the best and shortest course to pursue in suitable circumstances. 
Surrendered shares may be re-issued on the principles already explained 
in connection with forfeited shares. The most common circumstances 
leading to a surrender of shares arise in connection with the purchase of 
a business, or assets which turn out to be less valuable than was 
assumed at the time of purchase. 


lllusiration. —A. B. sold his business to Blanks, Ltd., as a going concern 
for /ioo,ooo, payable as to /25,ooo in cash and £75,000 in fully paid shares. 
The slock taken over fell heavily in value owing to market depreciations and 
some large book debts proved to be irrecoverable. In view of this, A. B. 
agreed to surrender £25,000 of the shares allotted to him. Assuming the 
surrender to have been effected with the sanction of the Court and by the 
ordinary process of surrender, the effect on the company’s Balance Sheet w'ould 
be as follows:— 


Blanks, Ltd. 


BALANCE SHEET, DECEMBER 31, 19... 



£ 

s. 

d. 



s. 

d. 

ipital:— 




Purchase of Business 




75,000 Ordinary Shares 




Account . . £100,000 




of £1 each issued as 




Less shares surrexid- 

j 



fully paid . . £75,000 




cred by A. B. . 25,000 [ 



1 

Less shares surrendered 





75,000 

0 

0 

by A. B. . . 25,000 

j 



j 




1 

1 50,000 j 


0 

1 

1 





Liens and Charges on Shares.—The majority of Articles provide 
that the company shall have a lien on shares and dividends, for calls or 
debts due from members to the company. The rules of the Stock 
Exchange prohibit the extension of this power to fully paid shares. 

As an alternative to forfeiture, therefore, the company may sue the 
defaulting member, or may stand on its lien, and sell the shares. Table 
A empowers the company to sell shares on which it has a lien for 
moneys presently payable, after giving the defaulter at least fourteen 
days* notice in writing of the intention to do so if the moneys are not 
paid. The company can authorise a nominee to execute a transfer 
giving effect to the sale. The defaulter is entitled to any surplus 
realised. 

Loans are frequently obtained from bankers and others on the 
security of shares. It is not usual for an actual transfer of the shares 
to be registered by the company in favour of the lender. Generally 
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the borrower deposits with the lender his share certificate or certificates, 
accompanied by a transfer in blank, i.e. a transfer with no transferee's 
name filled in. This gives the lender an equitable title to the shares. 
The company is not affected by this procedure, since companies must 
take no notice of equities or trusts. But, although the company cannot 
register a notice of any equitable interest of third parties, it loses its 
own priority of lien on receipt of such notice [Bradford Banking Co. v. 
Briggs [1886]). The lender takes the risk of fraud on the part of the 
borrower, or of bankruptcy proceedings being instituted against him. 
But he can protect himself by applying for, and filing with the Supreme 
Court, a document termed a Notice in Lieu of Distringas. A certified 
copy of this notice when served on the company will prevent the transfer 
of the shares, or the payment of dividends, without prior notice being 
given to the lender. 

Redemption of Redeemable Preference Shares.—The law regulating 
such redemption has been stated on p. 304. It is now sufficient to give 
an illustration. 

Illustration. —Uprichards, Ltd., had issued 20,000 Redeemable Preference 
Shares of £i each, redeemable on September 30, 19..., at 22.9. bd. per share. 
On that date, the company had a Reserve of £14,000 and a balance at the credit 
of Profit and Loss Account of £^00, and the directors decided to issue 6.400 
Ordinary Shares at a premium of 5s. per share and to apply the proceeds, 
together with the existing balances at the credit of the Reserve and Profit and 
Loss Account, in redeeming the Preference Shares. Show by Journal entries 
the records of these transactions. 

The new Ordinary Shares will realise ;^8,ooo, and this sum, together with 
the balance of 4,000 on General Reserve and £$00 at the credit of Profit and 
Loss, makes up in all £22,^00, exactly sufficient to redeem the Preference 
Shares. The difference between the nominal value of the Preference Shares 
(j^2o,ooo) and the Ordinary Shares (£6,400) is £13,600, and this sum must 
therefore be transferred to a Capital Redemption Reserve Fund, in order to 
comply with S. 58. 


JOURNAL. 

Dr. Cr. 




£ 

s. 

d. 

£ 

«. 

d. 

Cash :— Dr. 


8,000 

0 

0 




To Ordinary Shares ...... 





6,400 

0 

0 

„ Share Premium Account .... 





1,600 

0 

0 

Redeemable Preference Shares l>r. 


20,000 

0 

0 




Premium on Redemption of Preference Shares Dr. 


2,500 

0 

0 




To Cash. 





22,500 

0 

0 

Sundries:— Dr. 








To Sundries: 








Viz.— 








General Reserve ...... 


14,000 

0 

0 




Profit and Loss Account ..... 


500 

0 

0 




Share Premium Account ..... 


1,600 

0 

0 




Premium on redemption of Preference Shares . 





2,500 

0 

0 

Capital Redemption Reserve Fund . 





13,600 

0 

0 


It will be noted that the premium on redemption has been provided partly out 
of profits and partly out of the Share Premium Account, as laid down by 
S. 58(1) (C). 
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Issue of Debentures.—^The opening entries necessary for recording 
an issue of debentures are similar to those required for recording an 
issue of shares. For example:— 


JOURNAL. 

Dr. Cr. 


19... 
Dec. 12 

Debenture Application and Allotment Account Dr. 
To 5% Debentures Account .... 


£ 

1 

5. 

d. 

£ 

s. 

M « 

Dcbenttire Call Account .... Dr, 
To 5% Debentures Account .... 
(and so on) 








Separate Application and Allotment Sheets, Cash Book, and 
Banking Account should be opened in the case of a large issue of 
debentures in order to facilitate registration and audit. Debentures 
are usually payable in full, either on application or by two or three 
instalments over a short period. 

Issue of Debentures at a Premium.—Debentures, like shares, may 
be issued at any premium that can be commanded. The entries 
necessary are similar to those required for a share issue at a premium. 

Illustration. —Uprichards, Ltd., offered for subscription on December 12, 
TO..., 1,000 5% Debentures of ;^ioo each at the price of ;£no, payable as to 
£20 on application and £go (including the premium) on allotment. The whole 
i.ssue was subscribed and allotted, and the moneys due were paid on or before 
December i8, 19... 


JOURNAL. 

Dr. Cr. 




c 

s. 

d. 

£ 

5. 

d. 

Debenture Application and Allotment Account Dr. 


1x0,000 

0 

0 




To 5% Debenture Account .... 





100,000 

0 

0 

„ Premium on Debentures Account 





10,000 

0 

0 

Being C^o per debenture of £ioo on application and 








0o on allotment as per resolution of the 


i 






Directors, dated December i, 19... 


1 

i 

1 





The Ledger accounts will be similar to those already illustrated in 
the case of an issue of shares at a premium. 

As with premiums on shares, so with premiums on debentures, it 
is suggested that they should be separately stated on the liabilities side 
of the Balance Sheet and treated as a capital reserve, although here 
also, in the absence of express prohibition to the contrary in the Articles, 
there appears to be nothing to prevent such profits from being treated 
as ordinary revenue. 

Issue of Debentures at a Discount.—Debentures may be issued at a 
discount if so authorised by the Articles. But where they are so 
issued, the terms of issue may not include an option to convert the 









392 HIGHER BOOK-KEEPING AND ACCOUNTS 

debentures into their par value of fully paid shares, for that would be 
tantamount, if taken advantage of, to an issue of shares at a discount— 
an illegal proceeding {Moseley v. Koffyfontein Mines, [1904]), unless 
the shares are valifiy issued at a discount under S. 57. Students 
appear to find difficulty in the fact that whereas debentures may, 
shares may not, except under S. 57, be issued at a discount. The 
reason is that a shareholder is really equivalent to a partner in the 
company, whereas the debenture holder is a creditor of the company. 
The amount of discount on debentures, or shares (issued under S. 57), 
and any commissions payable on the issue, must be stated in the 
Prospectus (Fourth Schedule), and must be set out separately in the 
company's Balance Sheet until written off (Eighth Schedule, para. 3), 
The discount must also be stated in the Annual Return (Sixth Schedule, 
Part II). 

Issues at a discount seem to present difficulties to some students, 
but, carefully considered, the procedure is quite simple. The essential 
fact to remember is that the company is under liability to repay the 
full face value of the debentures on maturity. The issue to-day of 
a £100 debenture at /qs, repayable ten years hence, means that 
although upon issue the company receives but £95, it will have to pay 
£100 on the date of maturity. The company must therefore acknow¬ 
ledge the full liability for £100 in its books, and treat the £5 discount 
as a temporary asset, and write it off during the life of the debenture. 
This discount practically amounts to deferred interest paid in a lump 
sum upon maturity of the debenture. 

The simple rule to remember is:— 

(a) Credit Debentures Account with the full amount repayable on 
maturity, and (b) debit to Discount on Debentures Account the difference 
{discount) between (a) and the actual cash received. 

Illustration ,—On January i, 19.,., Soleil d'Or, Ltd., offered for subscription 
550 5 %. Debentures of £100 each at the price of 95, payable as to £20 on 
application, ^^40 on allotment, and £-^s on March i, 19... The whole issue was 
subscribed and allotted, and the amounts due w^cre paid on or before March i, 
19.... 

JOURNAL. I 


Dr. Cr. 


19 .. 


L.F. 

Ij" r 

i 5 . 

d. 

£ 

i 

«. 

d. 

Jan. 3 

Debenture Application and Allotment Account Dr. 
To 5% Debentures Account .... 

6 

1 33 iOoo 

0 

0 





5 



33,000 

0 

0 

Beinf; £20 on application, and £40 on allotment, on 550 
5% Debentures issued at 95 as per resolution of 
Directors, dated January 5, 19... 



Mar. z 

Debenture Final Call Account . Dr. 

8 

I 9 i 250 

0 

0 





To 5% Dfjbentures Account 

BeinK final call of per debenture on 550 5% Deben¬ 

.■5 



19,250 

0 

0 



tures issued at 95 as above. 








! 

M I . 

Debenture Discount Account .... Dr. 

7 

2,750 

0 

0 




1 

1 

To 5% Debentures Account .... 

Being discount at £5 per debenture on 550 5% Deben¬ 

5 



2,750 

0 

0 


1 

tures issued at 95 as above. 


1 
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l.KDGER. 


5 5% Debentures Account. 5 

Dr, Cr. 



19... 
Jan. 5 

liy Debenture Appli¬ 
cation and Allot¬ 

J. 

£ 

1 

s. 

d. 


ment Account . 

z 

33.000 

0 

0 

Mar. 1 

1 „ Final Call Ac¬ 





count 

V 

19.250 

0 

0 


„ Debenture Dis¬ 





count Account . 

1 

V 

2,750 

0 

0 




£55,000 

0 

0 


6 Debenture Application and Allolment Account. 6 


Dr. 


Cr. 


19... j 

Jan. I i To 5% Dfibenturcs 
! Account 


J. 

i ■■■ 

! £ 

s},d. 


C.B. 

£ 

5. 

d. 

! 

: 

Jan. 5 { By Cash 

3 

33,000 

0 

0 

I 

j 

; 33 iOOO 

0 j 0 






j 

j: /;i3,‘H)0 

1 0; 0 

1 ! 

i i 

,.i. . i 


1 £33.000 

0 

0 


7 

Dr. 


Debenture Final Call Account. 


7 

Cr. 


19... 

.. ‘j7 

£ 

s.\d. 

Z 9 ... 

!c.b. 

£ 

s. 

d. 

Mar. z 

To 5% Debentures 1 


■ 

Mar. I 

By Cash . . j 3 

19,250 

0 

0 


Account , I 1 

19,250 

0 : 0 


i 





i 

L_._ 

! £19.250 ! 

i 

1 0; 0 

i 

1 

_ 1 

1 1 
i 

1 £19,250 

0 

0 


8 Debenture Discount Account. 8 


Dr. 


19. 

Mar. 


Cr. 



.. “.. 1 

ij' 

£ 

! s^ d. 

i 


i ^ 

5. 

z 

To 5% Debentures i 



1 j 


1 

1 



Account . j 

i z 

2,750 

ojo 

i 

j 





CASH BOOK. 
Dr. 


3 

Cr. 


19.- 

Jan. 5 

To Cash, Sundry 
Dclienturc Hold- 


1 ^ 

5. 

d. 




i 

£ 

5. 


ers Application 
and Allotment . 

6 

1 

1 33,000 

0 

0 






Mar. 3Z 

To Cash, Deben¬ 









ture Final Call 
Account . 

7 

I 

j 19,250 

0 

_ 1 

0 




i 




EXAMINATION QUESTION. 

A limited company having decided to issue /io,ooo 3% debentures, namely, 
TOO of ;fioo each at a discount of 3%, arrange with Softleigh & Co. to underwrite 
the whole issue at a commission of 3% on the nominal value. In due course 90 
debentures were subscribed, paid for, and allotted, the remaining 10 debentures 
being allotted to Softleigh & Co. as per their underwriting agreement. You are 
required to show the accounts in the Company’s books necessary to record these 
transactions, including the account with Softleigh & Co., also state how the 
del>entures will appear on the next Balance Sheet of the Company. 
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Solution. 


JOURNAL. 


x6 

Dr. Cr. 


Debenture Application and Allotment Account Dr. 
To 5% I>benturcs ...... 

Deinf' 90 debentures of £100 each issued at a discount of 
5% to the. public as per resolution of IMrectors, 
dated. 


Softleigh & C«J. (Underwriters) .... Dr. 

To 5% Debentures ...... 

Being 10 debentures at a discount of 5% not taken up by 
the public and now allotted to the underwriters as per 
resolution of Directors, dated. 


Debenture Discount...... Dr. 

To 5% Debentures ...... 

Being 5^0 discount on 100 debentures of iicm each. 


Debenture Issue Expenses Account . . Dr. 

To Softleigh Si Co. ...... 

Being 5?;, underwriting coniinissiou on i<k> debentures of 
ij^ioo each. 



1 ^ 

s. 

1 

\d. 

i 

s. 

3 

! f >.550 

1 

0 

0 

»f 550 

0 

9 

950 

0 

0 



.s 




950 

0 

7 

j 500 

0 

0 


! 

i 

5 

1 



500 

"i 

II 

! 500 

0 

0 


! 

1 

9 

1 

i 

1 1 



i .soo ; 

1 ' i 
1 i 

0 i 

I 


I CASH BOOK. I 

r>R. Cr. 


1 1 

i ^ 

i 

s.; d. 

I ! 1 

£ i *• 

! To Cash, Sundry De- ! 

[ 

1 

" 1 

j beiiture Holders 

j 

i 

; 

1 

1 

1 (Application and ! 

; Allotment Moneys) ! 3 | 

1 

; 5^.550 

1 

0 ‘ 0 

1 1 

i ' ! 

! i 


LEDGKK. 

3 Debenture Application and Ali.otment .Account. 3 

Dr. Cr. 



: J. 

i! ^ ! 

SAd . 

1 i 

1 1 

C.B. 

1 1 

£ ' s-' 

d . 

To 5% Debentures | 

1 

1 By Cash . 

! 

X 

8,530 i 0 

0 

Account . 1 

16 

j: 8,550 

; oi 0 

! 1 




5 5% Debentures Account. 5 

Dr. Cr. 




1 ^ 

5 . 

d. 



J. 

£ 




j 




By Debenture Appli- 







1 




ration and Allot- 











inent Acc.ount . 

16 

8,550 

0 

0 







„ Softleigh & Co. . 

— 

950 

0 

0 



1 




„ Debenture Dis¬ 







1 



j 

crown t Account . 

—• 

500 

0 

0 



1 




1 

i 

/J 10,000 j 


0 


7 Debentifre Discount Account. 7 

Dr. Cr. 


1 

J. 

£ 

s. 

d. 

1 1 


£ 

s. 

To 5% Debentures 




! 




Account . 

16 

1 500 

0 1 

! 

0 

! 

i 
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9 

Dr. 


To 5% Debentures! 

' 

1 ^ ' 

I 

s. 

d. 

Account . 

x6 

950 

0 




1 f 95 «> 

0 

0 

To Balance brought 





down 

V 

450 

1 ^ 

0 


9 

Cr. 


i 1 

J. 

1 

s. 

d. 

By Underwriting ' 




Commission 
„ Balance carried 

16 

500 

0 ] 

0 

down 

V 

450 

0 

0 



£950 _ 

0 

0 


i_ 





II DKBENTUKii Issue ExPKNSiis Account. ii 

Dr. Cr. 



J. 

£ 

5. 

d. 




£ 

5. 

To Softleigh & Co., 









Undcrwritirig 

Coinriiission 

16 

i 

500 

0 

0 



1 




BALANCE SHEET. 


5% Debentures ; — 

loo Debentures of £\oo each 


£ 

s. 

d. 


£ 

s. 

=5 

d. 




Debenture Discount Account 

500 

0 

0 

I0,0<H> 

0 

0 

Debenture Lsstie Expenses Account 

5 fX) 

0 

0 

i I 

I 


Sundry Debtors (Softleigh & Co.) . 

450 

0 

0 

1 i 

1 j 


Cash. 


0 

0 


Purchase of Debentures in Open Market.—When the conditions of 
issue, or the provisions of the Trust Deed, empower a company to 
redeem its debentures by purchasing them in open market, the necessary 
entries are as follows:— 

///tt.v/A'rt/joM.— ITpricIiards, Ltd., in confortnity with their Debenture Trust 
Deed, purchased the following debentures: March 15, from John Smith, five 
3% debentures of /loo each at £102 ; March 26. from Wm. Kobinson, six 5% 
debentures of /100 each at £gS. The expenses in connection with the purchases 
were £5. Ignore accrued interest. 

In actual practice, the cash purchases of debentures would pass 
through the Cash Book. The double-entry aspect of the transactions 
as a whole is set out in the Journal entries given below. 

JOURNAL. 13 

Dr. Cr. 





£ 

S. 

d . 

£ 

S. 

d. 

Del)enturc Purchase Account 

. Dr. 

3 

1,098 

0 

0 




To Sundries : — 








John Smith. 


7 




510 

0 

0 

William Kobinson .... 


9 




388 

0 

0 

1 Being purchase of / 500 Debentures at xo2, and £(k)o at 1 







98 respectively. 









5% Debenture Stock Account 

. Dr. 

5 

I,XOO 

0 

0 




To Debenture Purchase Account 

Being debentures purchased as above. 


3 




J,XOO 

0 

0 

1 

Debenture Purchase Expenses Account 

. Dr. 

11 

xo 

0 

0 




To Debenture Purchase Account 


3 




10 

0 

0 

Being premium on purchase from John Smith as above. | 

i 







Debenture Purchase Acxount 

. Dr. 

3 

X 2 

; 0 

0 




To Debenture Purchase Expenses Aeeount 


XX 




12 

0 

' 0 

Being discount on purchase from William Robinson as 



[ 





above. 
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2 

Dr. Cr. 


■’ 5 .1 il. 

19... ! 

i 

*1 ^ 

s. 

U/. 

i 

Mar. IS : Bv Dhn Smith . | 

i T 

.Sio 

1 0 

\ 0 

; 1 

„ 26 i „ Wm. Robinson . j 

9 

588 

01 

i 0 

j 

„ 26! „ Expenses on De- 




1 


1 bfiiture Purchases 

11 

1 5 

1 

0 

0 


LEDGER. 


3 Dkhkntukk T'urchases Account. 3 

Dr. Cr. 


* 9 --- I i J. i| £ 

Mar. 15 : To John Smith . ; 13 ii 510 | 01 o 

„ 26' „ Wru. Robinson . i 13 '! 5S8 iojo 

„ ; „ Dfl)eTitnrc Pur- ! " : } 

chases Expenses . |: ; : 

! Aixoimt . . 13 ii 12 oio 

I • I__ 

i ‘ ;! £1,110 i o: o 

_ i ■ ' i ! 


19..- I 

Mar. 26 j By 3®'o Debenture 
Stock Account . { 
„ 2() ! „ Debenture Pur- j 

j chases Ext>eiises j 

i .Account , . I 


J. I £ 

13 i *iioo 

13 


j!£».iio 

il 


1 

s.l 


d. 


o 1 o 


o i 0 

, ...I.... 

o! o 


5 5% Debenture Stock (Trustees') Account. 5 

Dr. Cr. 


IQ - ■ i J- £ 'S.\d. 

Mar, 26! To £1,100 Deben-j i: . ! 

i lures Purchased . i 13 '{ 1,100 , 0 : 0 

! i : 1 

1 


1 

5.: d. 

7 John Smith. 

Dr. 

7 

Cr. 

1 1 1 1 ; 

19... ^ C.B.,; £ s.,d. 

19.,, 1 

!: 

J- !' £ 

1 

S.i d. 

Mar. 15 j To Cash . , . i 2 i! 510 :0‘’o 

! ! i 1 ! 

Mar, 13 { By £300 Debentures. 

13 510 

11 

0 i 0 

1 


9 William Robinson. 9 

Dr. Cr. 


i { i- 1 

19... C.B.;; £ I's. 

d. 

19 ”- ! I 

J. 

£ 

s.\ d. 

Mar. 26 j To Cash . . . J 2 jj 588 j 0 

0 

Mar. 26 1 By £600 Debentures. 

13 

5 «» 

_ 

o| 0 


II Debenture 1 ’urchases Expenses Account. ii 

Dr. Cr. 


IQ--- * . 

J. < 

£ 

fsL 



J. 

£ 

s. 

d. 

Mar. 15 • lo Debenture J*ur- 

i! 


i 1 

Mar. 26 ■ By Debenture Pur- 





' chases Account . 


10 

! 0! 0 


chases Account. 

13 

12 

0 

0 

II 261 C/Ash • • . 

5 

! 0 ! 0 

„ 26 

„ Balance carried 




1 

^ ii 


! 1 

1 ! 


down 

V 

3 

0 

0 

1 

, 1 

\\~ 

1 ! 

1 - 

£1.5 

'l i 

01 0 




! 

0 

0 

19... j i 

Mar. 26 j To Balance brought ! 

j 


: 1 
i ! 


i 1 





1 down . . j 

v' j| 

3 

; o| 0 


1 

i ! 






iVofe .—At the close of the year, the balance of this account would be trans¬ 
ferred to Profit and Loss Account. Since the cash resources have been depleted, 
it is also advisable, in order to preserve v/orking capital, to transfer from Profit 
and Loss Account (Appropriation Section) to (rcneral Reserve Account an 
amount equal to the cash cost of purchasing the debentures—in this case ;£i,ioo 
(the other ;£3 will be written off). 
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Debenture Issue Expenses. —Considerable expense attaches to a 
debenture issue. The expenses will probably include: underwriting 
commission, brokerage paid to stockbrokers and others for placing 
bonds, advertising, printing, law costs, statutory filing fees, and ad 
valorem duty. These expenses will appear as payments on the credit 
side of the Cash Book, or as credits to person^ accounts, and should 
be posted to the debit of a separate ledger account headed Debenture 
Issue Expenses Account. The balance of this account must appear 
as a separate item in the Balance Sheet (Eighth Schedule, para. 3 [^]), 
and should be written off in instalments over the life of the debentures, 
or, preferably, within a shorter period. 

In this connection, also, some students appear to find difficulty. 
Briefly put, these expenses represent an actual loss incurred in raising 
money by means of a debenture issue. Clearly this loss must be 
extinguished on or before the maturity of the debentures. It is 
reasonable, however, to assume that all the years between issue and 
maturity will benefit by the employment of the money borrowed. 
That being so, it is legitimate to spread the expenses over the life of the 
issue, although it is preferable to extinguish the item sooner. 

If the issue is redeemable by annual drawings of fixed amount, it 
is theoretically correct to apportion the expenses on the basis of the 
amount of debentures outstanding, so that all the years whicli benefit 
from the loan shall bear their due proportion of the expenses. Practical 
experience, however, shows that most companies endeavour to eliminate 
the item more expeditiously than adherence to this theory would permit. 

Premiums and Discount in Balance Sheet. —The method of setting 
out premiums and discount in the Balance Sheet can best be shown by 
an example:— 

lllusirution.- The nominal capital of Uprichards, Ltd., consists of £200,000, 
divided into 100,000 Ordinary Shares of £1 each and 100,000 7% Preference 
Shares of £i each. Tlie whole of the shares were offered for subscription. Of 
the Ordinary Shares, 85,000 were applied for, allotted, and fully called up. All 
calls were })aid, except the final call of 5s. per share on 1,000 shares. The 
Preference Shares were issued at a premium of 2s. ]>er share, and were fully 
subscribed, allotted, and paid up. The company also issued 500 5®o debentures 
of £100 each at 95. The issue was fully subscribed, allotted, and paid up. 
The expenses of issue were £1,500. The debentures were repayable in five 
years from the date of issue, and the Directors decided to write off the discount 
and expenses in equal annual instalments over that period. Give the necessary 
entries recording the position at the close of the year immediately following the 
above issues as shown in the company’s Balance Sheet. (See next page.) 

Debenture Interest. —Interest on debentures is usually payable 
half-yearly. As it represents interest on a loan, it must be paid 
whether profits are made or not. Income tax at the current rate 
must be deducted from the interest when paid. A debenture-interest 
warrant is illustrated on p. 401. 

Debenture Interest Book ,—When the debenture holders are numerous, 
it is usual to keep a Debenture Interest Book. A suitable ruling for 
this book is given on p. 400. 

Debenture Coupons ,—Debenture bonds made out to bearer are 
negotiable instruments. Interest on them is paid by means of detach¬ 
able Interest Coupons covering a series of years, attached to the bonds. 
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count .... 
Less One-fifth written 
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and made payable on the dates when the interest on the bonds falls due. 
It is usual to keep a Coupon List recording the numbers of all bonds 
issued, and to note therein the due date and i)ayment of the coupons 
attached to the bonds. A ruling for a Coupon List is illustrated on p. 400. 

Entries on Payment of Debenture Interest, —When the debenture 
interest for a period becomes due the necessary entries are:— 


JOUKNAI-. 

Dr. Ck. 


ly... 

I>ec. 31 Debenture Interest Account .... Dr. 

To Sundr>' Dcl>enture Holders .... 

„ Income Tax ....... 

Bein^ interest for the half-year due this day on 
/, 20,000 5% l>bentures less tax at 4s. in the £.• 


i 

i «• 

d. 

i 


500 

! 

0 

400 



1 

1 

! 


100 

1 ■' 

! 


• Or whatever the current rate of tax may be. 


The Sundry Debenture Holders’ Account will automatically close 
when all the interest warrants have been paid. The income tax 
deducted will, as already explained in connection with the income 
tax deducted from Dividends, remain at the credit of Income Tax 
Account pending the fined adjustment of all income tax due by the 
company for the financial period. 

In the case of large issues, a separate banking account is opened, 
the net amount payable to the debenture holders being credited to it 
by means of a transfer from the main banking account. This banking 
account will automaticiUly close when all the warrants have been 
presented and paid. 

Unclaimed Debenture Interest, —If, when the annual accounts are 
prepared, a balance remains on the Sundry Debenture Holders* 
Account, it will represent unclaimed debenture interest, and should be 
included as a separate item under the heading Current Liabilities." 
If a separate banking account has been opened for the service of 
debenture interest, a similar amount will remain as a balance in hand, 
and should be separately stated amongst the various bank balances. 
If no separate banking account has been opened, the unclaimed 
interest will, of course, be merged in the general bank balance. See 
the reference to the Burnham case on p. 366 as to such interest becoming 
Statute barred. 

Redemption of Debentures. —With the exception of irredeemable 
debentures, all loans of this kind are repayable at certain fixed dates. 
In the case of Governments or Corporations whose issues are popular 
with investors, a fresh loan is usually relied upon to replace one hilling 
due, and, frequently, holders of the old loan have the option of convert¬ 
ing into the new on favourable terms. But in the case of ordinary 
commercial issues, provision must be made so that the funds necessary 
for redemption may be available when the issue matures. There 
are various ways of redeeming debentures, {a) A sinking fund may be 
created by the annual purchase of gilt-edged Stock Exchange securities; 
(6) the debentures may be purchased in the open market; (c) a Capital- 
redemption Policy may be taken out by the company; [d) there may 
be annual drawings of fixed amount. 
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{Debenture Interest Warrant,) 

UPRICHARDS, LIMITED. 


A. N. Other, J£sq., 

Spencer House, 
E.C. 2. 


532 Oxford Street, W, i. 

January i, 



Dear Sir or Madam, 

Herewith I have the pleasure to hand you a warrant for the interest 
on your debenture stock as under for the six months ended December 31, 
ig..., le.ss Income Tax, which 1 hereby certify w'ill be accounted for by the 
Company to the proper officer for the receipt of taxes. This statement will 
be accepted by the Inland Kevenue as proof of payment of the tax in claiming 
exemption from, or return of. Income Tax. 

G. W. Both, 

Secretary. 


Holdinf;. 

1 


;£353 

4% 1st Debenture Stock at £2 })er £100 
Stock . . . . . . 

i 

7 

i 

s. 

1 

d. 

2 

L 

4J% 2nd Debenture Stock at Iz 5s. od. 
per ;fioo Stock . . . . ! 


Total 

7 

I 

2 


Less Income Tax at 9s. od. in the £ . 

3 

3 

6 

\ 

Net Amount 

^3 

17 

8 


. {Perforation.) 


No. 1243. 


UPRICHARDS, LIMITED. 

Warrant for Interest for Half-year ended 
December 31, 19... 


London, 



I'o National Provincial Hank, Limited, 
Princes Street, E.C. 


January i, 19... 


Pay A. N. Other, Esq. 

Three pounds, seventeen and eight pence. 

For and on behalf of 

17 8. Uprichards, Limited. 


Stamp 


Signature of Payee. 


G. W. Both, Secretary. 

A. Always, Asst. Secretary. 


This warrant must be presented for payment within six months from date. 
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lllustratiov (a). Sinking Fund .—Soleil d’Or, I-td., issue ;£ioo,ooo of deben¬ 
tures redeemable in twenty years. It is decided to provide the funds for 
redemption by an annual investment in first-class securities of a sum which 
at 3% per annum compound interest will produce the amount required for 
redemption. The annual sum to be invested is the amount which annually 
invested at 3®(, compound interest will in twenty years produce the capital 
amount to be redeemed. From the Tables we find that the sum required to 
be invested at 3% compound interest to produce £1 'm twenty years is £0-0372. 
Multiplying this by 100,000, we obtain £3,720 as the annual instalment to be 
invested at 3% compound interest to produce £100,000 in twenty years. This 
amount will be appropriated from profits and credited to Redemption of 
Debentures Sinking Fund Account, and an equivalent amount of cash invested 
at the beginning of each year. All interest accrued w'ill also be credited to the 
account and immediately invested. The Journal entry will be as follow^s:— 


JOURNAL. 


Dr. Cr. 


19... 

1 

! 

£ 

s. 

d. 

£ 

5. 

d. 

Dec. 31 

Profit and Loss Account (Appropriation Section). Dr. ! 

To Redemption of Debentures Sinking Fund Account ! 
Being the annual instalment required for the nnlemp- i 

1 3.720 

1 

0 


0 

0 

3.720 


tion of the debentures as per the conditions of issue, i 

i' 






„ 31 

i Investment of Sinking Fund Account Dr. 

li 3.720 ; 

il 

0 

0 





To Cash. ! 

[ 

I 1 

3.720 

0 

0 

i 

Being purchase of investment. : 

{Note. — In practice this purchase would be posted 

i 

j 



i 


1 

1 

i 

direct from the Cash Book — no Journal entry being I 
wade.) 1 

1 

1 

[ 

j 




„ 1 . 


On initiation of the fund, the purchase of the investment (£3,720) 
will appear as a payment on the credit side of the Cash Book, from 
which it will be posted direct to the debit of the Investment of Sinking 
Fund Account. When the second instalment of £3,720 becomes due, 
it will be added to the interest (£iii 125.) received on the first instal¬ 
ment for the first year, and £3,831 12s. will be invested; and so on 
from year to year throughout the twenty years. 

The annual appropriations from Profit and Loss Account, and the 
annual interest received, will be posted to the credit of the Redemption 
of Debentures Sinking F'und Account; the annual purchases of 
investments will be credited to Cash and debited to Investment of 
Sinking Fund Account. 

When the debentures mature for payment, the investments will be 
realised and the proceeds be credited to the Investment of Sinking 
Fund Account; the debentures will be paid off and the Debentures 
Account debited with the payment; and the Sinking Fund will be 
transferred to general reserve, in which it becomes merged. 

The relative ledger accounts are simple and need not be illustrated. 

An illustration of the purchase of debentures in the open market 
has already been given on p. 395. It may, however, be useful to extend 
the principles there illustrated to purchases of debenture stock. 


Illustration [h). Purchase in Open Market .—The Articles of Soleil d’Or, 
Ltd., provide for the purchase of the company's 5% debenture stock in the 
open market at a price not exceeding £102 per £100 debenture stock. £80,000 
of the stock had been issued and fully paid up. During the year 19... the 
company purchased thirty debentures at 98 in the open market. A circular 
was sent to every debenture stock holder enclosing a tender form as illustrated 
on p. 404. Ten debenture stock holders, holding an aggregate of forty 
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debentuies. sent in lenders at 97J per debenture, and these were accepted. 
All purchases were completed on January 5, 19... Ignore accrued interest. 
The entries are as follows:— 


5% DEBENTURE STOCK. 


19... 

Jan. 5 To Cash, f,i,ooo De¬ 

benture Stock at 
98 . . . 

„ 5 „ Cash, iC4»<'Oo De¬ 

benture Stock at 
97 *. 

„ 5 „ Discount on Ke- 

deruption of lie- 
benture Stock Ac- 1 

count . I 

„ 5 „ Balance carried I 

down 


f. U'.k. 19 -.. I 

Dec. 31 ! By Balance 


160 o o 
73,000 o o 


£ s. d. 
80,000 o o 


£80,0001 o 1 o 


I 

I Jan. 5 I By Balance brought I 
1 * doviTi ... 


CASH BOOK. 




£ 

s. 

d. 

19... 



£ 

s. 






Jan. 5 

By Cash, purchase of 
£3,000 Debenture 
Stock at 98 


2»940 

0 






f. 5 

„ Cash, purchase (by 



1 




i 

1 

tender) of £4,000 
Debenture Stock 
at 97* 


3,900 

0 


DISCOUNT ON REDEMPTION OF DEBENTURE STOCK ACCOUNT. 
Dr. Cr. 




£ 

s. 

d. 

19 .. 
Jan. 5 

By 5% Debenture 


£ 

s. 







Stock Account 


z6o 

0 


It is submitted that the profit on the purchase of debentures should 
be treated as a capital profit, and not as ordinary revenue. The 
contention of those who would treat such profits as ordinary revenue 
is that the saving effected by the redemption represents a capitalised 
reduction of interest on a debt. 

If a direct appropriation from profits is made for the redemption 
of debentures, a further entry is necessary, viz. debiting Profit and 
Loss Account (Appropriation Section) and crediting Debenture Re¬ 
demption Reserve Account or General Reserve Account with the 
amount appropriated. This is certainly generally advisable, in order 
that working capital may be preserved. 

The amount of the debentures redeemed will, of course, appear in 
the Balance Sheet as a deduction from the original issue as follows:— 

5% Debenture Stock:— £ £ 

800 Debentures of £100 each .... 80,000 
Less 70 Debentures of £100 each redeemed to date 7,000 


£73,000 
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Sometimes the debentures are held by the Debenture Holders* 
Trustees, imd appear as an investment on the asset side of the Balance 
Sheet, in which case, of course, no deduction is made from the liability. 


TKNDEK. 

SOLEIL D'OR, LIMITED. 

5",, First Mortgage Debknture Stock. 
Tender of Debenture Stock. 


. ig... 

To the Directors of 

SoLEiL d’Or, Limited, 

332 Oxford Street, W. 

I . 

of . 

hereby tender £ . of the above stock registered in my name at . 

per £100 of Debenture Stock, this price to include accrued interest; and if this 
offer, or any part thereof, be accepted, I hereby undertake to surrender correspond¬ 
ing certilicates for the stock, and to execute any transier of such stock as you 
may require. 

Yours trul3^ 

Signature . 

Addre.ss . 

Occupation. 

Illustratioyi {c). Capital Redemption Policy ,—Soleil d’Or, Ltd., issued 
£50,000 of 5% debentures, the whole of which were subscribed and fully paid 
up. In order to provide for the redemption of the debentures, a Capital 
Redemption Policy was taken out securing the payment of £50,000 on the 
maturity date of the debentures. The annual premium on the policy was 
LZ>^95' The entries are as follows:— 


JOURNAL. 


Dec. 31 j ITofit and Loss (Appropriation Section) . Dr. ! 

I To Sinking Fund for Redemption of Debentures , i 
I Being the annual iristalnient on the fund for the re- ■ 
I demption of the 5% Debentures as per condition of j 
i issue. I 


3 » 


Debenture Recemption Policy Account . . Dr. 

To Cash ........ 

Being the annual premium on Policy No. A37452 for 
the service of the above fund. 

{Note .—This amount would be jioslcd direct from the 
Cash Book in actual (iractice.) 


Dr. 


8 

Ck. 


;i 3.«95 

i 

0 

0 

: 

1 3.895 

: 

0 

i 3.895 

0 

0 

3.895 

0 

i: 

L .. 



.. 1 



d. 

o 


o 


The endowment policy method is probably a little more costly than 
the investment of the sinking fund in Stock Exchange securities. But 
it has the advantage of ensuring that the exact sum required will be 
forthcoming at the maturity date. The investment method can only 
be approximate, and should depreciation in the investments occur, the 
sum realised by sale would be inadequate to discharge the debentures. 
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Illustration (rf). Annual Drawings.~So\eil d’Or, Ltd., issued and allotted 
£50,000 5debentures. By the terms of issue, the company was to repay 
nity debentures of £ioo at par, on December 31 of each year, by annual 
drawings. The company’s profits for the first year were £15,787. The drawing 
took place, and £5,000 of the stock was duly paid ofE on January 2, 19.... 

The necessary entries are:— 


PROFIT AND r.OSS ACCOUNT. 


Dr. 


19... 
Dec. 31 


To Redemption of j 
Debentures Ac- i 
count . j 

„ Bal.'ince carriwl | 
down . .; 




ij io,7H7 ' o I o 


■ i7J*.S,787-0! 0 


1 li 1 1 

19 --- 

M! ! 1 

Dcc. 31 1 

! li 1 1 



19... I 

Dec. 31 j By Balance brought 
{ down . 


Cr. 


£ 

15,787 

s. 

0 

£15,787 

0 


10,787 


109 

Dr. 


CASH BOOK. 


109 

Cr. 


1 

1 : 

L !,->• 

19 ... 


j £ 

&. 


; i 

Jan. 5 

By Cash, Repayment i 

i 


i 

j ! 


of Bonds Nos. 12, i 



i 



72, 89, 08, 108, I 

1 


‘ ii 

j I 


112, 128, 142, 172, 1 



i 

i i 


etc., drawn this ; 



1 |! 

L ' i 


day . . . j 41 

5,000 

0 


71 

Dr. 


RKDEMI>TION OF DEBENTURES ACCOUNT. 7 

Cr. 


1 

1 

! 1 U-N- 

! i 

19... ! 

Dec. 31 ; By Profit and Loss 


£ 

5 . 

1 

1 

i ! 

i Account 

i 

5 

5,000 

0 


41 .5% DEBENTURES ACCOUNT. 4 

Cr. 


10... 

To Cash . 


£ 

s. 

d. 

19.. 



i 

s. 

d. 

Jan. s 

log 

5,000 

0 

0 

Dec. 31 

By Balance 

V 

50,000 

0 

0 

„ 5 

„ Balance carried 








down 

V 

45,000 

0 

0 




1 




i 

i 

j£50,ooo 

1 0 ‘ 

' 0 




£50,0001 

1 0 

1 0 




1 



19... 
Jan. 5 

By Balance brought 





i 



1_ 

i 

i 



down 

V 

45,000 

0 

0 


Re-issue of Debentures. —Debentures that have been redeemed may 
be re-issued unless the Articles or the terms of issue forbid that course 
(S. 90). Sometimes the debentures are merely indorsed with a transfer 
to the new holder; sometimes they are replaced by fresh bonds. In 
both cases re-stamping is necessary. No fresh entry in the Register 
of Charges is required unless a fresh charge is created. The book¬ 
keeping entries are simple, viz. a credit to cash and a debit to the old 
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Debenture Account for the repayment, and a debit to cash of the 
moneys received, and a like credit to Debentures Account recording 
the receipt of a new loan in place of the old one discharged. If no cash 
passes, however, debit the old Debenture Account and credit the new. 

Sometimes an entire issue of debentures is redeemed in order to 
make a fresh issue on more favourable terms. 

Illustration .—Soleil d’Or, Ltd., decided to redeem its issue of £^0,000 6% 
debentures repayable in 19... for a fresh issue of 5% debentures for a lonj^er 
term. The debenture holders were given the option of converting their 
holdings to the new issue. The offer was accepted, the old bonds w’ere called 
in and cancelled, and fresh bonds were issued for the new loan. 

The old Debenture Account will be closed, and the new account be opened 
by the following entry :— 


8 JOURNAL. 

Dr. Cr. 


19... 



rr^ 

5. 

d. 

c 

s. 

d. 

Dec. 31 

6% Debentures Account ..... Dr. 


1 50,000 

0 

0 




To 5% I>:bentures Account ..... 
Being cancellation of the old series 1--500 and the issue. 




50,CXX) 

0 

0 




in exchange, of the new series 501 -1000. 




1 

1 

i 

i 



The changes effected must be notified to the Registrar and be recordt'd in 
the Register of Charges. 


EXAMINATION QUESTION. 


A company raises a loan of ;{!5oo,ooo upon Debenture Stock, at a discount of 
2j% on January i, 19... (year 1). The loan is redeemable at par at the end of a 
period of years, by a cumulative Sinking Fund, but the Company has power to 
call upon the Trustees to apply the Sinking Fund Investments in the purchase of 
stock, if below par, at any time. The annual sinking fund contribution, exclusive 
of interest accumulated, is £12,000. This amount is promptly invested, together 
with income accumulations, on January i in each year; capital balances arising 
from realisation of investments Jire re-invested at the same time. The Sinking 
Fund instalments are calculated on a 3% basis, but arc invested to give a higher 
yield. 

Sinking Fund Investments produce interest, less tax, as follows:— 


Year 2, ^394 ; Year 3, ;^6o8 ; Year 4, £718. 
Realisations of Sinking Fund Investments are as follows:— 



/ 

.s. 

d. 


/ 

5. 

d. 

June 30, Year 2 

• 4.306 

5 

0 

Original cost 

4^292 

10 

0 

Sept. 30, Year 2 

. 1,280 

6 

0 

Original cost 

. 1,310 

0 

0 

August 31, Year 3 

• 8.340 

0 

0 

Original cost 

. 8,307 

10 

0 

March 31, Year 4 . 

. 6,180 

0 

0 

Original cost 

. 6,160 

0 

0 

The proceeds of realisations 

are 

applied in redemption 

of Stock as follows 

:— 


July 31. Year 2 
October 31, Year 2 
September 30, Year 3 
April 30, Year 4 

Interest is paid on the 


£ 

4.305 

1,278 
8.340 
6. *75 


In cancellation of 
In cancellation of 
In cancellation of 
In cancellation of 


4,563 Stock. 
1,300 Stock. 
8,360 Stock. 
6,200 Stock. 


: Loan half yearly on July i and January i. 

Prepare accounts in respect of the Sinking Fund transactions given for the 
years i to 4 inclusive, showing the manner in which the Sinking Fund would be 
compensated for the loss of interest resulting from the realisation of investments. 
State also how you would deal wdth the accounts relating to Discount on Issue, 
Profit on cancellation of Stock, and Profit and Loss on realisation of Investments 
(Chartered Accountants). 

For Solution see pp. 407-411. 
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I By Balance brought dowTi.![ £ 479*577 j 















SINKING FUND ACCOUNT. 
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; Jiy Balance brought down 











To Balance brought down . . . ■ .{ 16,935 

Cash, purchase of Investments— £ s. a. | 

Appropriation . . . 12,000 o o . 

Interest • • 718 o o : 

Balance of Investments sold 5 o o j! 









PROFIT AND LOSS ON REALISATION OF INVESTMENTS ACCOUNT. 
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T c- I ■ T? j * ! £ : s- Year 4 | 

Dec. 31 I To Smkiog Fund Account.1^25 ; 0 0 April 28 l Ky Debenture Stock Account 












GENERAL RESERVE ACCOUNT. 
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Debentures Deposited to Secure Advances. —Not infrequently deben¬ 
tures are issued to a loan creditor, usually the company's bankers, 
as security for the loan. The nominal value of the debentures deposited 
generally exceeds the amount of the loan by a margin of from io% 
to 15%. In the author’s experience, examination candidates frequently 
err when dealing with an issue of this kind. The simple facts are these : 
the liability of the company is the amount of the loan, and not the 
face value of the dehentures. The debentures are not an ordinary issue 
for which cash has been subscribed; they are merely issued as additional 
security for the loan, and are a contingent liability only. If the company 
defaults, the loan creditor can exercise whatever powers the debentures 
confer upon him in order to protect himself, and he can, in the event 
of insolvency, claim a dividend on the deposited del)entures pari passu 
with other debentures of the series until his loan is paid in full. A 
note should be made under the heading of the loan ledger account 
giving particulars of the debentures issued as security. The only 
other record necessary is a note in the Balance Sheet as under:— 

BALANCE SHEET. 

(Liabilities Side.) 

Loan from Bankers ....... £10,000 

(Secured by the issue of 11,000 debentures.) 

If the loan is paid off, the debentures are not held to be redeemed. 
They are still available for issue, but may be left on dejiosit and used 
to cover future loans (see p. 314). 

Balance Sheet and Debentures. —The facts that the Balance Sheet 
should disclose regeirding debentures are as fullow's: - 

{a) The amount originally issued, and the redemptions (if any) 
to date. 

(b) If issued at a premium, the w^ay the premium has b(!en dealt 
with, i.e. treated as a capital reserve, or as ordinary revenue. 

(c) If issued at a discount, the total amount of the discount, the 
amount W'ritten off to date, and the amount of the annual instalments. 

(d) Whether redemption of the debentures is being provided for, 
and, if so, how. 

(e) That the debentures have been issued as additional security; 
if such be the fact, the issue should be entered “ short ” under the 
liability secured. 

(/) Whether all accrued interest has been brought into account. 

(g) The expenses of issue, so far as they have not been wTitten 
off (Eighth Schedule, para. 3). 

If the company has power to re-issue debentures which have been 
redeemed, particulars with respect to the debentures which can be 
so re-issued must be included in every Balance Sheet (Eighth Schedule, 
para. 2 [d]). 

Statutopr Report. —Every company limited by shares, and every 
company limited by guarantee and having a share capital, must, unless 
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it is a private company, hold a general meeting of its members, not 
less than one month, or more than three months, from the date on 
which it is entitled to commence business (S. 130). This meeting is 
called the Statutory Meeting. At least fourteen days before the meet¬ 
ing, a report, known as the Statutory Report, must be sent to every 
member of the company (S. 130 [2]). The Report must be certified 
by not less than two directors of the company (S. 130 [3]). If this 
meeting be not held, then, fourteen days after the date on which it 
should have been h(‘ld, any shareholder may apply to the Court to 
have the company wound up (S. 222 [6]). But the Court may direct 
that the meeting shall be held (S. 225 [3]). A copy of the Report 
must be filed w-ith the Registrar (S. 130 [5]). The Statutory Meeting 
is not an ordinary general meieting within the meaning of S. 131, and, 
therefore, no Annual Return need be filed for this meeting. None of 
these provisions apply to a Private Company (S. 130 [10]). 

Statutory Report .—By S. 130 [3] the Report must furnish the 
following information:— 

[a) The total number of shares allotted, distinguishing those 
allotted as fully, or partly, paid up otherwise than in cash, the extent 
to which they are so paid up, and the consideration therefor. 

{})) The total amount of cash received by the company in respect 
of all the shares allotted, distinguished as in {a). 

[c) An abstract of the receipts of the Company and of the pay¬ 
ments made from those receipts up to a date within seven days of the 
date of the report, distinguishing receipts from shares and debentures 
and those from other sources, the payments made thereout, and 
particulars of the balance remaining in hand. 

{(i) An account or estimate of the preliminary expenses. 

(c) The names, addresses, and descriptions of the Directors, 
Aiiditors (if any). Managers (if any), and Secretary of the company. 

(/) Particulars of any contract the terms of which it is proposed 
to modify, together with particulars of the proposed modification. 
By S. 42 a public company may not previously to the statutory 
meeting vary the terms of a contract referred to in the Prospectus or 
Statement in Lieu except subject to the approval of that meeting. 

The Report must be certified by the auditors (if any) (a) so far as it 
relates to the shares allotted by the company; {b) as to the cash 
received in respect of such shares; and (c) as to the receipts and pay¬ 
ments on capital account (S. 130 [4]). 

A list of members, giving their names, addresses, descriptions, and 
shareholdings must lie on the table at the meeting for inspection (S. 
130 [6]). 

Statutory meetings are usually brief and formal, and frequently 
futile. But they afford members an opportunity to ask questions 
relating to the promotion and formation of the company. But no 
resolution may be passed notice of which has not been given in 
accordance with the Articles (S. 130 [7]). 

Jllustyaiion - Soleil d'Or, Ltd., was formed to acquire an existing busipess, 
and was registered with a nominal capital of 100,000 Ordinary Shares of £1 
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each. The vendors received 10,000 shares as part payment of sundry assets 
purchased, and 40,000 shares were allotted to the public. The shares were 
fully paid up, with the exception of calls amounting to £soo outstanding on 
three allotments. The preliminary expenses were estimated at /4,ooo. The 
trading receipts and payments were 10,321 and ^9,670 respectively. ^^25,000 
had been paid to the vendors in accordance with the purchase agreement. 
The bank balance was ;£i i,971. The Statutory Report in proper form recording 
this position is given below. 


Number of Company, 365. 

THE COMPANIES ACT, 1948 

Report (Pursuant to Section 130 of The Companies 
Act, 1948) 


OF 


Limited. 



A 

Companies 
Registration 
Fee Stamp 
of 5s. 
must be 
impressed 
here. 


To be certified by not less than two Directors, and forwarded at least 
fourteen days before the Statutory Meeting to every Member of the 
Company, and to be delwered to the Registrar of Companies for 
registration forthwith after it is so forwarded—Section 130 of The 
Companies Act, 1948. 

Note ,—This form has been providc<l for the purpose of indicating the nature 
of the information that is required: but as the Report to be filed must be a copy 
of that sent to the Shareholders, all that is contained in that Report must appear 
in this. (This is not an official form. Blank forms cannot be obtained from 
the Registrar of Companies as is tlie case with official forms such as the Annual 
Return.) 

(a) The Total Number of Shares allotted is 50,000 Ordinary Shares 
of £1 each, of which 10,000 Shares are allotted * as fully paid up in 
consideration of part of the purchase price of sundry assets acquired by 
the company, and upon each of the remaining Shares the sum of 
has been paid in Cash. 

(ft) The Total Amount of Cash received by the Company in respect 
of the Shares allotted wholly for Cash is £39,500, and on the Shares 
alloted partly for Cash is £{nil). 

(c) The Receipts and Payments of the Company made thereout to 
the loth day of October, 19..., are as follows:— 


Particulars of Receipts. 



ParticuKirs of r»ayments. 


i 

s. 

d. 


£ 

5. 

d. 

Amowni received on 40,000 Ordi- 



Payments to Vendors in resPecL 
of purchase of Land, Buildings, 




nary Shares issued for Cash 

39*500 

0 

0 




Trading receipts 

10 , 32 T 

0 

0 

and Machinery 

23,000 

0 

0 





Preliminary Expenses 

3,iSo 

0 

0 





Trading payments . 

9,670 

0 

0 





Balance at Bank 

rr, 97 T 

0 

0 


€ 49*^21 

0 

0 


£49,Ssr 

0 

0 


• Here state as *' fully paid up ” or “ paid up otherwise than in cash to the extent of 
per share.** 
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The following is an account (or estimate) of the I>reliminary Expense of the 
Company. 


Cost of registration of the Company, underwriting commission, law 
costs, brokerage, printing and advertising, etc., estimated at . 


L 

4,000 


(d) Names, Addresses, and Dc^scriptions of the Directors. Auditors (if any), 
Manager (if any), and Secretary of the Company. 


Dirkctors. 


Surnanip. 

Christian Name. 

j Address. 

Description. 

Mac A rthur 

(rcorge 

1 ib binsbury Cirrus, 
i London, ICC. 

Chartered Accountant 

Goodwin 

.Arthur 

; Eastwood, Essex 

Rose Grower 

Dncher 

I*t’rnrt 

; Lyons, Rhone, Erance 

1 

AtiniTORS. 

Horticulturist 

Accurate Co. 


j Salisbury House, 

1 London, E.C. 

Manager. 

Chartered Accounianli 

\ 

1 

Richmond 

\ Robert 

i 

1 Rockford, Essex 

Secretary. 

! Rose Grower 

i 

Dixon 

j ^ugh 

( 

1 Rockford, Essex 

1 

1 J ncorpnrated 
\ .Accountant 


(r) I’articailars of any Contract the modification of which is to be submitted 
to the Meeting for its a}>proval, together with the particulars of tlie modification 
or proposed modification. 


The contract set out in the prospectus, and dated July 5, ig..., whereby the services 
of Robert Richmond were to be secured to the Company for a period of ten years is 
to he submitted to the meeting with a tnew to the reduction of the term of years from 
ten to five. 

We hereby certify this Report. 

George MacA rthur \ Two 

A rth ti r Goodwi n i Directors. 

We hereby certify that so much of this Report as relates to the shares allotted 
by the Company and to the Cash received in respect of such shares and to the 
receipts and payments of the Company on Capital Account is correct. 

Accurate S* Co., 

Auditors. 

Dated the loih day of October, ig. .. 

Preliminary Expenses.—An estimate of the preliminary expenses 
(see above) must be given in the Statutory Report, but no details need 
be disclosed. A separate account must be opened and debited with all 
items chargeable to preliminary expenses. If the vendor undertakes 
to pay ^ expenses up to allotment, the account is a personal account as 
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against the vendor. If the promoter is liable for Preliminary Expenses, 
particular care is necessary that all legitimate exjxjnses are charged to 
his account. To this end it is useful to add an extra column in the 
Cash Book for the accommodation of these charges. If the cornpany 
bears the cost of the formation or promotion expenses, it is legitimate 
to “ hold up " the expenditure as a temporar}* asset to be written off 
in instalments spread over from three to live years. The preliminary 
expenses must be stated under a separate heading on the Balance 
Sheet, so far as they are not written off (Eighth Schedule, para. 3 [a]). 
Any expenses of a share issue must be similarly stated (Eighth 
Schedule, para. 3 [6]). The position should be clearly shown in the 
Balance Sheet thus:— 


BALANCE SHEET. 

(Assets Side.) 

£ L 

Preliminary Expenses Account .... 7,^63 

One-third written off this year . . j.621 

- 

Inasmuch as the company could not have been formed without 
expenditure of this kind, it is reasonable to treat the outlay as tem¬ 
porary capital expenditure spread over a period of years. Legal 
sanction for this treatment is afforded by the case of Bale v. Cleland. 
Instalments wTitten off preliminary^ expenses are not allow^ed as a 
deduction for income tax, the Revenue authorities claiming that it is 
capital expenditure. Actual purchases, r.g. the seal, stationery, 
account books, etc., are, however, allow'ed. It is a growing modern 
practice to contract with a promoting syndicate for the formation of 
the company, and the underwriting of its capital for an inclusive fee. 

Splitting Shares.—Limited companies, if so authorised by their 
Articles, have power to subdivide, or " split '' their shares into shares 
of smaller denomination than that fixed by the Memorandum of 
Association (S. 61, i [d]). Not infrequently, prosperous companies, 
whose capital was originally issued in shares of large denomination, 
find the market for their shares hampered by that fact, and therefore 
take advantage of the pow'er conferred by this section to alter their 
Memorandum, and so to split their shares, c.g. from £10 to £1 per share. 

Examination candidates appear to be at a loss when confronted by 
an operation of this kind. The process of splitting shares is both costly 
and tiresome, but the financial entry involved is of the simplest, viz. 
a transfer from the old capital account to the new capital account. 

Illustration. —Upricharcls, Lt<i., was rcf^istcrecl with a nominal capital of 
50,000 shares of £10 each, of which 30,000 shares were subscribed and fully 
paid up. The company was very successful, but found that the market for 
the shares was restricted owing to their high denomination. A resolution was 
passed on Pecember 31, 19..., subdividing each ^10 share into ten shares of 
£1 each. The old certificates were called in and exchanged for the new, and 
the necessary alterations were made in the Share I.edger. The only entry 
necessary in the financial books is as follows:— 



ig... 
Dec. 31 
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JOURNAL. 


Ordinary Shares (£10) Account . . .Dr 

I To Ordinary Shares (/i) Acx.ount 
Being the conversion of the old ordinary share capital 
I of 30,000 shares of £10 each, into new ordinary 
^ares of £x each as per special resolution, dated 
Dccetnl)er 31, 19... 


417 


Dr. 


Cr. 


1 

L 

s. 

d. 

i 

s. 

i 

300,000 

0 

0 

300,000 

0 


EXAMINATION QUESTION. 

On December 31, ig..., tlie North and South Colliery Company, Ltd., had 
Ordinary Share Capital, authorised and fully Subscribed, of ;£20o,ooo, in shares 
of ;^io each, and a (loneral Keservc of 50,000. During ig... the capital was 
increased by 00,000, in new shares of li each; and the original shares were 
converted into shares of each. Resolutions were duly passed, whereby 
;£ 100,000 of the Reserve was distributed to the Ordinary Shareholders as bonus, 
and was applied in satisfaction of new shares issued to the shareholders at par. 
Set out the Journal entries and the accounts in full recording the foregoing trans¬ 
actions, and the information, in respect thereof, which should appear on the 
Balance Sheet of the company as on December 31, i q. ... (Chartered Accountants .) 

Solution, 




JOURNAL. 


19... 
Dec. 31 


Ordinary Share Capital Account (£10 shares). Dr. • 
To Ordinary .Share Cajutal (£1 shares) . . ! 

Being traiLsfer of the former account to the new 
Share Capital (£i shares) Account. I 


31 


Reserve Account ..... Dr. 

To Bonus Dividend Account .... 
Being Bonus declared from Reserve as per resolution 
dated . 


3J 


Bonus Dividentl Account .... Dr. 

To Ordinary .Share Capital (£i shares) .Acctnint . 
Being transfer of the former account in satisfaction 
of locj.OfX) shares <if £r each allotted as per resolu¬ 
tion <iated . 


Dr. 


Cr. 


1 

/. 

! 200,000 

0 

0 a. i 

i 


5. 

d. 

3 




i 200,000 

0 

0 

5 

1 

; 100,000 

0 

0 

! 



' 



1 100,000 

1 

0 

0 

7 

100,000 

0 

0 

1 



9 



i 

100,000 

0 

0 



i 

1 

i 


i 

1 

j 


1 


1 


i 


LElXiER. 


I Ordinakv Share Capital (£;io Shares) Account. i 

Dr. Cr. 


19... 


y \ 

1 £ 1 J.' 

Irf. 

1 

19.-. 1 

"'T..1 

1 

: i 

5. 

d. 

Dec. 31 

To Ordinary Share 


‘ ' 


Dec. 31 j By Balance . 

} 

• 1 V 

: 200,000 

0 

0 

Capital (£1 


1 1 


1 




shares) Account 

M 

1 200,000 ! 0 

1_ l_ 

0 

j 

i 

1 

l_.. 




3 Ordinary Shake Capital (/i Shares) Account. 3 

Dr. Cr. 






s. 

d. 

19... 
Dec. 31 

Bv Ordinary Share 

J- 

1 

5. 

d. 




i 

1 



Capital (£10 

shares) Account 

14 

200,000 

0 

0 





1 



>. 3^ 

„ Bonus Dividend 







! 



Account 

14 

100,000 

0 

0 




i 

1 1 

i__ 





£300,000 

oj 

0 
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LEDGE R —conti n ued. 


5 Reserve Account. 5 

Dr. Cr. 


19... 
Dec. 31 

» 3 * 


1 >! 

1 J- II 

c 

$. 

d. 

19... 



! ^ 

s. 

d. 

To Bonus Dividend ; :j 




Dec. 31 

By Balance . 


150,000 

0 

0 

Account . . 24 !| 

I(X ),000 

0 

0 







„ Balance carried 1 j| 










down . . j v"' I 

50,000 

0 

0 







i 

50,000 

0 

0 




£150,000 

0 1 

0 

1 ij 


i 


IQ.. : 

! 





1 i' 


1 


Dec. 31 j 

By Balance brought ! 





i 


I 

j 


j 

down . . 1 

j 


50,000 

0 

0 

.. _ 

_ 





. . .. .. 


r. 


7 Bonus DivinicNn Account. 7 

Dr. Cr. 



j .!■ ! {. U.irf. 

19 .. i 

; .1- 1 (. 

S. 

To Ordinary Share 

1 

Dec. 31 j By Reserve .Account 

j 14 1 TOO.OOO 

0 

Capital (£i 

1 ■ • 

1 


shares) Account 

1 14 i 100,000,0:0 

; ■ j 


!' 1 



North and South Colliery Company, Ltd. 

BALANCE SHEET. DECEMBER 31, 19..., 
(Liabilities Side Only.) 


Nominal: 300,000 Ordiiiarj’ Shares ot £j each . 

Issued : 300,000 Ordinary Shares of £i each, fully paid 
Reserve .Account ....... 


£ d . 


£ 1 

5 . 

d. 

300,000 0 0 


} 





300,000 ! 

0 

0 


l! 

il 

50,000 1 

0 ! 

! 

i” 


Conversion of Shares into Stock.—The characteristics of .stock, and 
the reasons for the conversion of shares into stock, were explained on 
pp. 306-307. “ Notice must be given to the registrar within one month 

of the change ” (S. 62 [6]). Certificates made out after the change will, 
of course, describe the holdings in question as stock. The company 
may, if it wishes, call in the old share certificates to be exchanged for 
stock certificates, but no very useful purpose is served, and in practice 
this is hardly ever done: the old share certificate will ordinarily be 
taken as evidence of ownership of the corresponding amount of stock, 
and stock exchanges will recognise it as such. On the other hand, in 
the (very much rarer) event of the company converting its stock back 
into numbered shares, it would become necessary to call in all the .stock 
certificates for exchange, since no numbers would appear on them, and 
if new certificates were not issued difficulties as to title might arise. 
As has already been stated, commercial companies usually restrict 
transfers of stock to a round sum, £1 or £5, etc., but Government 
stocks can usually be transferred in fractional amounts, £101 19s. 6 d, 
Companies are under no obligation to convert the whole of their 
fully paid shares into stock. They may convert a portion only, the 
remainder being left as originally issued. 

Illustration. —Uprichards, Ltd., decided to convert their 8% Preference 
Share Capital of l20o,ooo into 8% stock of similar amount. The resolution 
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authorising this was passed on July 2, 19..., and due notice was sent to the 
Registrar. The old certificates were called in, new stock certificates were 
issued, and the necessary alterations were made in the Share Ledger. The 
only entry required in the financial books is as follows:— 


8 JOURNAL. 

Dr. Cr. 


19... 




s. 

d. 

£ 

s. 

July 2 

8% Preference Shan* Capital Account . Dr. 

To 8% Preference Stock Account 

Being the conversion of 2rK),ooo 8% Preference 
Shares of each into 8% Preference Stmk as per 

1 special rescUution passed this day. 

i 

i 

200,000 

! 

'i 

0 

0 

200,000 

0 


Alternatively, some accountants would simply alter the heading of 
the old account. 


Interest Paid Out of Capital. —A limited company must pay interest 
to its creditors, e.g. on debentures, loans, etc., whether or not there 
are profits available. If ])rofits are not available, the interest must 
be paid out of capital. It may not pay dividends out of capital, since 
that would amount to a return of capital, which is illegal, except as 
laid down by Statute. But in certain circumstances, a company may 
pay interest to its shareholders out of capital. Companies formed for 
the purjiose of constructing works, or providing plant, which, during 
the long period of construction, will be unproductive of revenue, may 
pay interest on the paid-up capital raised for that purpose, and may 
capitalise that interest as part of the cost of construction, subject to 
the following conditions:— 

(1) Such payments must be authorised by the Articles, or by 
special resolution. 

(2) They must also be authorised by the Board of Trade. 

(3) The Board of Trade may hold an enquiry at the company's 
expense prior to giving its assent, and may require security for the 
costs of the enquiry. 

(4) The payments may be made only for the period determined 
by the Board, and may in no case extend beyond the close of the 
half-year next following the half-year during which the works were 
actually completed or the plant provided. 

(5) The rate of interest must in no case exceed 4% per annum, 
or such other rate as may be prescribed from time to time by Order 
in Council. 

(6) The payment of interest shall not operate as a reduction of 
the amount paid up on the shares in respect of which it is paid. 

(7) The accounts of the company must show the share capital on 
which, and the rate at which, interest has been paid out of capital during 
the period to which the accounts relate (Eighth Schedule, para. 2 [6]). 

The student will realise that the principle of allowing interest to 
be paid and charged to capital in such cases is perfectly reasonable. 
Capital expenditure over a long period must perforce involve the 
question of interest as an additional cost. If the work were undertaken 
by an independent contractor he would, of course, take interest into 
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account when preparing the estimates on which to base his tender. 
The final cost of construction work is made up of the cost of machinery, 
materials, labour, supervision, and establishment charges, plus interest 
on the capital employed, which, but for its employment in that way, 
would be invested in good securities, paying a reasonable rate of interest. 

The allocation of tlie interest paid as between the various assets 
created needs careful consideration, and should be based as far as possible 
on the actual capital employed in constructing each particular asset. 

Interest on sums paid in advance of calls can also be paid out of 
capital if no profits are available. 

Balancing the Share Register.—Prior to the payment of a dividend, 
it is necessary to balance the Share Register. This is an important 
operation in the case of a large company whose shares are freely dealt 
in. The holdings entered on the lists as entitled to dividends must, 
of course, tally with the total issued capital of the company. The 




TRANSFER POSTlNt; 

S JOURNAL. 



!' 

!i 

Shares 


Transferees. 

1 Transferors. 







Trails- !l 
feirecl. ' 


Registers. 

I Registers. 




3 ' 4 i 

: I 1 2 

.3 


100 1 ; 


! 100 1 1 1 

1 i 

xoo 


75 ii 


: ; 75 : i 

i 



30 i 

50 

: i ; 


50 



150 


Share Ledgers having been closed (sec p. 322) the first step is to check 
all transfers and to take out a “ trial balance." Only the " folio " and 
" balance " of shares held by each member are extracted, and the 
sum of these balances must agree with the total of the share capital 
held. When several Registers are employed, it is usual to adapt the 
self-balancing principle to the Share Registers. For this purpose a 
Transfer Postings Journal is employed, as shown above. 

This book functions as a tabular journal, forming part of a system of 
self-balancing books, and can be conveniently kept on the " loose- 
leaf " principle. 

Illusiraiion.- Xj])nchards, Ltd., has an issued capital of 200,000 Ordinary 
Shares of £i each. Four registers are kept containing particidars of holdings 
as under;— 


No. T Register 

Shares. 

56.000 

No. 2 Register 

. 44,000 

No. 3 Register 

85,000 

No. 4 Register 

15,000 


Th(; above totals give us the starting-point for the Adjustment Account, 
which will be completed by adding or subtracting the totals shown in the 
Transfer Postings Journal as fellows;— 
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GROINAKY SllAKl.S ADJUSTMENT ACCOUNT. 







Totals. 


! No. I. 

No. 2. ] 

j 3. 



Hulaiiccs 

AUU Transferee’s Postings 

j 50,000 

1 50 

44,(Xio 

1 85,000 

15,000 

j 200,000 
! 225 

Deduct Transferor’s Postings 

j 

44,100 

1 «5.t>75 

1 I.SO 




i 5 <*» 05 o 


! 84,925 

14,925 

I 200, ( 


The balances extracted irnni the four registers for the purpose ol' preparing 
tlie list of holdings entitled to dividend on the date when the registers were 
clcjsed should agree wdtli the Adjustment Account as prepared above. If 
they tail to agree, it will be seen in w'hich register the error is located. 

Increase of Capital. —The nominal capital of a company as fixed 
by its Memorandum cannot be increased except under the power 
conferred by S. 61, and then only if the Articles sanction an increase. 
If the Articles do not authorise an increase, they must be altered, by 
special resolution, to give the required power. Articles, almost invari¬ 
ably, take power to increase the registered capital, and frequently 
re?quire a special resolution to exercise it, but, if the Articles so provide, 
an ordinary re.solution will suifice. The matter cannot be left to the 
iliscretion of the directors, since S. 61 [2] provides that the power 
must be exercised by the company in general meeting. Increases of 
capital are quite frequent, and are usually made for the purpose of 
acquiring or absorbing other companies, or for purchasing similar 
businesses, or to provide additional working capital for development 
of the company's owti business. Notice of any increase effected must 
be sent to the Registrar within fifteen days, and ad valorem duty must 
be paid on the new capital. 

The book-keeping records for the issue of this increased capital 
are precisely similar to those required for an original issue of shares. 
Separate banking accounts and Cash Books should be opened for 
each class of share, if more than one class has been included in the 
increase. It is usual to open a temporary “ New Ordinary Share 
Account," etc., to which the various Application, Allotment, and Call 
Moneys are credited. When the issue is complete, and the shares fully 
paid, the Account is closed by Transfer to the original Share Capital 
Account as follows:— 

NEW OHDINAKV SHARE CAPITAL ACCOUNT. 


(IssiJK OF 100,000 Ni?:w' Okdinary Sh.akks authokisko by special Resolution 

DATED June 30, 1!»...) 

I)R. Cr. 


.. 

5 I To Transff^r to Ordin¬ 
ary Share Capi¬ 
tal Account 



I 

d. 

19 - 
July I 

Ity .Application and 


L 




.Allotuiciit Ac- 



100,000 

0 

0 


ri»unt 

2 

50,000 



Aug. 1 

„ First Call Ac¬ 





Sept. 1 

count 

„ Final Call Ac¬ 

3 

25,000 


1_ 


count 

5 

25,000 

/T 100,000 


0 




£100,000 
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ORDINARY SHARE CAPITAL ACCOUNT. 


Dr. Cr. 





c 

5 . 

d. 

19 .. 



£ 

5 . 

d. 







July I 

By Balance . 

V 

150,000 

0 

0 







Sept. 5 

„ Transfer from 










New Ordinary 
Share Capital 

P.L. 












Account. 

87 

100,000 

0 

0 





iJ 





£350,000 


0 


The various expenses connected with an increase of capital should 
be posted to an account headed “ New Issue Expenses Account/* and 
may, if so desired, be written off within a reasonable term, as was 
explained in connection with preliminary expenses. The balance of 
this account must appear under a separate heading on the Balance 
Sheet until written off (Eighth Schedule, para. 3). 

Reduction of Capital. —It becomes advisable in certain circum¬ 
stances to reduce the capital of a limited company. Trading losses 
may have been incurred, with the consequence that a heavy balance 
stands to the debit of Profit and Loss Account, and the declaration of 
dividends on the existing capital is made improbable, even should the 
tide of fortune begin to turn. Depreciation of assets may have occurred 
which render their book values untenable. In such, and similar, events, 
it is obvious that the company has become over-capitalised, and should 
adjust its capital to the altered circumstances, in order to attain some 
reasonable relation between its capital and assets, and so to readjust 
matters that dividends may be paid and the market value of its shares 
be re-established. We have already seen that supreme importance is 
attached by the Legislature to the obligation of a company to keep its 
capital intact. In the circumstances described above a private trader 
would meet the case by transfers to the debit of his Capital Account. 
But a limited company has no such power, and can reduce its capital 
only in statutory manner. Section 66 provides for a reduction of 
capital in any way, and in particular;— 

{a) By extinguishing or reducing the liability on any of its shares 
not paid up. 

{h) By cancelling paid-up capital which has been lost or is un¬ 
represented by available assets. 

(c) By returning to its shareholders capital proved to be in excess 
of the company's wants. 

The majority of Articles give power to reduce capital in the three 
ways specified above. If Articles do not so empower, they must be 
altered by special resolution, so as to confer the power. To effect the 
reduction a special resolution must be passed, and this must be con¬ 
firmed by the Court. Reductions of capital for reasons other than those 
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given in (&) above are so rare that they need not be considered 
here. 

The order of the Court when issued, together with a minute approved 
by the Court showing the capital as altered, viz., the amount, number 
of shares into which it is to be divided, the amount of each share, and 
the amount now deemed to be paid up thereon, must be filed with the 
Registrar and published as the Court may direct, and a copy must be 
added to every copy of the Memorandum and Articles. The Court 
may order that the words “ and reduced " must be added to the name 
of the company, for so long as the Court directs. 

Under a scheme of reduction the existing shares can be reduced in 
nominal value to any desired extent, but a member, past or present, 
shall not be liable, in respect of any share, to any call or contribution 
exceeding in amount the difference, if any, between the amount of the 
share as fixed by the minute approved by the Court and the amount 
paid, or the reduced amount, if any, which is deemed to have been 
paid, on the share, as the case may be (S. 70). (This must be read in 
conjunction with S. 22, which provides that no member shall be bound 
by any alteration made in the memorandum or articles which in any 
w’ay increases his liability to contribute to the share capital, unless he 
agrees in writing to be bound thereby.) If, therefore, a company 
which is reducing its capital desires at the same time to raise additional 
funds, it must do so by a fresh issue which would, in these circum¬ 
stances, probably take the form of Preference Shares, or Debentures. 
As an alternative, a new company consisting of the old shareholders 
could be formed, with readjusted capital rights, to purchase the 
property of the old company (S. 287). 

The old share certificates must be called in to be cancelled, or 
indorsed, and the Register of Members must be amended to record the 
new conditions. 

The method of recording capital reductions in book-keeping terms 
may be demonstrated by the following simple illustration:— 


Jllusiraiion. —Blanks, Ltd., decided to reduce their capital of 100,000 shares 
of £\ each to 100,000 shares of 10.9. each. It was further decided to utilise the 
reduction as follows : To write off Goodwill Account, /20,ooo; to reduce 
Machinery and Plant Account to £'zo,ooo ; and to write off the debit balance of 
Profit and Loss Account, /2o,ooo, At the date of the proposed reduction, the 
Balance Sheet of the Company was as follows :— 


Blanks, Ltd. 


BALANCE SHEET, DECEMBER 31, 19... 



£ 


d. 


£ 

s. 

a. 

Issued Capital: 100,000 shares 




Goodwill .... 

20,000 

0 

0 

of £i each, fully paid 

XOOfOOO 

0 

0 

Machinery and Plant 

30,000 

0 

0 

Sundry Creditors 

40,300 

0 

0 

Sundry Assets 

69,800 

0 

0 





Cash. 

400 

0 

0 





Profit and Loss Account 

20,000 

0 

0 


£140,300 

0 

0 


£140,000 

0 

0 
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The decisions arrived at as stated above may be expressed by the following 
Journal entry:— 

JOURNAL. 

Dk. Cr. 




£ 

5. 

d. 

£ 

5 . 

d. 

Share Capital Account .... Dr. 


50,000 

0 

0 




To Reauction of Capital Account 





50,000 

0 

0 

Being the reduction of 100,000 shares of £T each to 








shares of xo5. each. 








Reduction of Capital Account . . Dr. j 


50,000 

0 

0 




To Sundry Assets :— ' 








Goodwill. 

1 




20,000 

0 

0 

Machinery and Plant ..... 





10,000 

0 

0 

Profit and Loss Account .... 





20,000 

0 

0 

Being the elimination or reduction of the above 








accoimts. 

i 

\\ 


J 


i 




10 

Dr. 


REDUCTION OF CAPITAL ACCOUNT. 


19... 
Dec. 31 


To Sundry Assets : 
Goodwill . 
Machinery and 
Plant 

Proht and Loss 
Account 


10 

Cr. 


1 

£ 

\d. 

19... ! 

1 

1 


'i. 

£ 

5. 

d. 

1 


Dec. 31 1 

By Share Capital 





20,000 j 0 

0 


Account . 


i 50.000 

1 

! 0 

0 

i ! 

! 10,000 1 0 

0 




ij 



1 I 

1 20,000! 0 

0 




i 



i£50,ooo! 0 

0 




£50,000 

0 

0 


The remaining ledger accounts need not be illustrated, 'i'he readjusted 
Balance Sheet of the Company would appear as follows:— 


Blanks, Ltd. (and Reduced).* 

BALANCE SHEET. DECEMBER 31. 19... 


Issued Capital:— 


paid 

Sundry Creditors 


i £ 

1 

1 £ 

! 1 ! 

Machinery and Plant 

1 20,(X>0 

JOS . each, fully I | 1 

Sundry Assets .... 

69,800 

. ! 50,000 1 0 j 0 

Cash ...... 

I! 4001 

. . . ; 40,200 1 0 1 0 


1 . ^ 

II ' 

;£9o, 200 j 0 j 0 


k 90,200 j 

. .... ._!. 1 — 

..... — .. 



If this Balance Sheet were to be laid before a General Meeting, the 
basis of valuation of the Fixed Assets would have to be shown, e,g, ** at 
cost, less depreciation and amounts written off by order of Court." 

The above illustration shows the basic principles on which reduction 
of Capital book-keeping entries are founded. Further details may now 
be introduced. 

Illustration. —Rayon d'Or, Ltd., was registered with a nominal capital of 
divided into 50,000 5% Cumulative Preference Shares, 100,000 7% 
Non-Cumulative Second Preference Shares, and 100,000 Ordinary Shares, all 
of £i each. After several successful years, the company encountered three 
years of bad trade. On December 31, 19..., the Balance Sheet of the company 
was as shown on p. 425. 


♦ The words *' and Reduced *’ need be added only where the Court so directs. 
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'The 5®/^ First Preference shareholders declined to agree to any reduction 
of their shares on the ground that they held preferential rights both as to 
dividend (cumulative) and capital. The necessary meetings of the Second 
Preference and Ordinary shareholders were called, and a special resolution was 
passed on January 15, 19..., and embodied in an order of the Court dated 
March 10, 19..., as follows:— 

Resolved that the capital of Rayon d’Or, Ltd., be reduced as follows: 
The 80,000 7®o Non-Cumulative Preference Shares of /i each to be reduced 
to 80,000 shares of 135. each fully paid, and the 80,000 Ortlinary Shares of 
/i each to be reduced to 80,000 shares of 5.V. each fully paid, and that such 
reductions shall be etTected by writing off capital which has been lost or is no 
longer represented by available assets. 


By this scheme ;^8o,ooo was made available for writing off losses and 
depreciated asst'ts, viz.:— 

Reduction of 7®^ Non-Cumulative Preference Shares . . . 20,000 

Reduction of Ordinary Shares ....... 60,000 

;^8o,ooo 


It was decided to utilise this sum as follows;— 

(a) To write oft Patents .Xccount . . . . . 

{h) To write oft Llebenture Issue Expenses Account 
(c) To write oft the debit balance of Profit and Loss Account 
{(i) To write/r 1,782 oft the Stock . . . . . 

(e) To write £14,726 oft Machinery and Plant 


/ 

^,000 

2,780 

20,712 

11,782 

14,726 


£80,000 


It was also decided to transfer the Reserve Account to the credit of 
Machinery and Plant Account in order further to reduce the book value of that 
asset. 

I'he entries required for this scheme of reduction are as follow's:— 


46 


JOURNAL. 


Dr. Cr. 


! 

7% 2nd Preference Share Capital Account . Dr. ! 

To Reduction of Capital Account 

Being ss. per share on 80,000 shares of £1 each 
written off as per order of the Court, dated this 
day. 

3 

27 , 

i 

20,0<K» 

s. 

0 

‘4. 

0 

1 

i £ 

{ 

1 20,000 

" 

s. 

0 

. 

0 

Ordinary Share Capital Account . Dr. 

' 

5 : 

60,000 

0 

0 




To Reduction of Capital Account 

27 




60,000 

0 

0 

Being t^s. share on 80,000 shares of £1 each 








written off as per order of the Court, dated this 

1 







day. 








Reduction of Capital Account . . . Dr. 

27 i 

80,000 

0 

0 




To Sundries:— 








Patents Account. 

*5 1 




30,000 

0 

0 

Debenture Issue Expenses Account 

23 1 




2,780 

0 

0 

Profit and Loss Account .... 

25 




20,712 

0 

0 

Stock. 

19 

1 



11,782 

0 

0 

Machinery and Plant. 

17 : 

I 



14,726 

0 

0 

Being allocation of the amount available for the 








reduction of assets and losses under the above 

'I 






order. 

1 







Reserve Account.Dr. 

1 

II ! 

3,000 

0 

0 




To Machinery and Plant Account 

17 




3,000 

0 

0 

Being transfer of the former account. 
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LEDGER. 

5/4 Cumulative ist Preference Share Capital Account. i 

------- - Cr. 

C d. £ 5 

Dec. 31 By Balance y/ 50,000 o o 


3 7 % Non-Cumulative 2 nd Preference Share Capital Account. \ 

Dr. 


I s. i.l 19... 


Mar. 10 To Reduction of Capi- J. 

tal Accx>unt . 46 20,000 o o 

„ 10 Balance carried 

down . y' 60,000 o o 


£80,0001 o i o 


0 ^ i 

s. 



£80,000 

0 


I 19-.. 

I Mar. xo { By Balance brought 

down . \/ 60,000 o o 


Ordinary Share Capital Account. 


I 19.. 


Mar. xo To Reduction of Capi- > J. | j 

tal Account . j 46 Ij 60,0001 o o 

„ 10 „ Balance carried | j 

down . • j V i| 20,0001 o o 

i jl^Wo.OOO i O O 


, £ 




£80,000 

0 


Mar. 10 By Balance brought 

down ■ V \ 20,000 o o 


Sundry Creditors. 


! 

i 

i 

£ s. d. 

Dec. 32 

By Sundries 

V 

C ’.]<>■ 
33,869 0 0 

9 

Dr. 

Bank 

Loan. 

9 

Cr. 

£ s. d. 

19-.. 
Dec. 3X 

By Balance 

y/ 

£ 2 d. 

11,762 0 0 


Reserve Account. 
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LKDGE R“ contin ued. 

13 Leasehold Factory. 13 


Dr. 










Cr 


19... 


1 

1 


i s. 

d. 



! 

i £ 

s 

d. 

Dec. 31 

To Balance 


100,896 

! 0 

!_ 

0 



1 

1 

j 



15 



Patents 

Account. 




15 

Dr. 










Cr 


19 

1 

; 

i 

5. 

J. 

19... 


J- 

i i 

s. 

a. 

Dec. 31 

To Balance 

v' 

. '10,000 

0 

0 

Mar. 10 

By Reduction of 


1 


! 




i 




Capital Account 

46 

1 3o,(x)0 

0 

1 0 



1 

1^30,000 

0 

0 




i/,30,000 

0 

'0 

17 


Machinery 

AND Plant. 




17 

Dr. 










Cr 


19... 



* c 

s. 

d. 

19 


j. 

i 

s 

ii. 

Dec. 3X 

To Balance 

y/ 

! 52.785 

0 

0 

Mar. 10 

By Reduction of 












Capital Account 

46 

i * 4 . 72 ^ 

0 

0 




1 



.1 10 

„ Reserve Accoun t. 

; 46 ' 

i 3,000 

0 

■ 0 

1 






„ 10 

,, Balance carried 

i : 

i 


1 








down 

; v' i 

! 35.059i 

0 

!-“ 

i 


i 

£52.785 ! 0 

0 



I 1 

£52,785 

. U ! 

' 0 

19 •• ' 









! 



Mar. 10 1 

1 To Balance brought 












down 


35.059 

0 

0 




1 

:, 1 



19 




Stock. 





*9 

Dr. 









( 

Zr. 


19 -.. 

1 


c 

5 . 

d. 



J. i 

£ 1 

1 

s. 

d. 

Dec. 31 

To Balance 

V 

38.898 

0 

0 

Mar. xo 

Bv Reduction of 

1 

I 










Cayutal .'Vccount 

46 

11,782 j 

0 

0 







>, 10 

„ Balance carried 


1 










dow'Ti 

v" 

27,116 j 

0 

0 


i 

! 


£38,898 

0 

0 




iOS-Sss 1 

0 

0 

xo... 

i 

1 








i 



Mr/. 10 

To Balance brought 1 








1 

1 




down . 1 

V ' 

27,1x6 

0 

0 

i 



1 




21 

Dr. 


Sundry Debtors. 


21 

Cr. 

19 .. 
Dec. 31 

To Sundries 

1 £ i 

. I V 29 . 776 |o|o 
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LEDGER— continued. 


23 Debknture Issue Expenses Account. a 

_.... . .. __ _ _ _ _ Cr. 


19 ■■! 

To Balance 


£ 

s. 

d. 




J. 

i 

$. 

Dec. 31 

V 

2,780 

0 

0 

Mar. 10 

By 

Reduction of 










Capital Account 

46 

2.780 

0 




£2.780 

0 

0 





£2.780 

0 


25 Profit and Loss Account. 25 

Dr. Cr. 


19... 



£ 

s. 

d. 

19.. 



J. 

1 £ 

5 . 

d. 

Dec. 31 

To Balance 


j 20,712 

0 

0 

Mar. 10 

By 

Reduction of 
Capital Account 

46 

I 20,7x2 

0 

0 



i 

I 

|£20,7»2 

0 

1 

0 





|£20,7I2 

1 ..i 

0 

0 


27 Reduction of Capital Account. 27 

Dr. Cr. 


19 .. 

‘ 1 J- 

! £ 

s. 


1 

19... 1 

i 

1 

J. 

£ 

s. 

d. 

Mar. 10 

To Sundrv Asset Ac* 1 

1 

1 


Mar. zo 

By 2nd Preference 






counts . . j 46 

j fio.ooo 

0 

u 


Share Capital 
j Account . 

46 

20,000 

0 

0 


1 




t. *0 

„ Ordinary Share 





) 

! 


j 


Capital Account 

46 

60,000 

0 

0 


i 

i 

J£8o,0(x> 






£Ho,ooo 

0 

0 


29 

Dr, 


Debentures. 29 

Cr. 


i i £ 

s\d. 

! 

1 

£ 

.1 

' il 

1 i! 

1 

Dec. 31 1 By Balance 

i' ! 

1 20,000 

1 


72 

Dr. 

19... 
Dec, 31 


CASH BOOK. 72 

Cr. 




£ 

s\d. 



jl £ 

5 . 

To Balance 

. V 

1.784 

O ; O 

1 



li 



Note.—Vox Balance Sheet after reduction, see p. 430. 


The first Balance Sheet prepared after such a reduction sometimes 
discloses the details of the reduction by showing the original values 
and the amount by which they are reduced. There is, however, no 
legal necessity to give such details, but if the Balance Sheet is to be 
laid before a General Meeting, regard must be had to the provisions of 
the Eighth Schedule, especially regarding comparative figures. 
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See note to Balance Sheet on p. 424. 
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EXAMINATION QUESTION. 

The Directors of Fitzgeralds, I-td., decide to reduce the companv’s capital of 
1 20,000 shares of £i each, fully paid, to 120,000 shares of 105. each, fully paid. 

Prior to the proposed reduction of capital the Balance Sheet of the company 
was as follows:— 


BALANCE SHEET. 




s. 

d. 


f 

Share Capital .... 

120,lXt0 

0 

0 

Goodwill .... 

40,000 

Bank Overdraft 

lo.rxx) 

0 

0 

Freehold Factory 

81,000 

Sundry Creditors 

.■^2,250 

0 

0 

Machinery and Plant 

I 2 ,SOO 

Premium on Shares Account 

2,000 

0 

0 

Patents ..... 

8,soo 





Slock ..... 

11,000 





Sundry !>ebtors 

10,800 ’ 





Cash ..... 

{ 200 





Profit and Loss Account 

j 20,250 


D84.250 

° 

0 

1 


1 £184,250 


It was decided: (i) to eliminate the Premium on Shares Account; (2) to 
write olf the dehit balance of tlie Profit and Loss Account; and (3) to re-value 
the assets as follows: Goodwill, £20,000; Patents, nil; Stock, ^{10,000; and 
any balance remaining available to be used to write down the book value of the 
Freehold Factory. 

Submit the entries necessary in order to carry these decisions into effect and 
give the Balance Sheet of the company as it would appear after the reduction of 
capital had been effected. [London Chamber Commerce.) 


JOURNAL. 12 

Da. Ca. 





r 


d. 

: i 

5. 

d. 

Share Capit.il Account 

. Dr. 

I 

60,000 

0 ! 0 




To Reduction of Capital Account 


.1 




60,000 

0 

0 

Beina reduction of 120,000 shares of /i each to lat. 








each. 









Premiums on Shares Account 

. Dr. 

2 

2,000 

0 

0 




To Reduction of Capital Account 


3 




i 2,000 

0 

0 

Balance of former account transferred. 









Reduction of Capital Account 

. Dr. 


62,000 

0 

0 




To Sundries :— 









Profit and Loss Account 






20,250 

0 

0 

Goodwill ..... 


.*» 




20,000 

0 

0 

Patents ..... 






8,500 

0 

0 

Stock. 






1,000 

0 

0 

Freehold Factory 






12,250 

0 

0 

Beina allocation of the amount available for the < 








1 reduction of assets and losses. 










LEDGER. 


I Share Capital Account. i 

Dh, Ca. 


19... 


J. 

L 

s. 

d. 

19... 



1 

5 . 

d. 

Dec. 31 

To Reduction of 



Dec. 31 

By Balance . 

V 

120,000 

0 

0 

Capital Account 

12 

60,000 

0 

0 







.» 3 * 

„ Balance carried 












down 

1/ 

60,000 

0 

0 










£120,000 

ol 

0 




£120,000 

0 

0 





r" 

1 


19 .. 
Dec. 31 

By Balance brought 












down 

V 

60,000 

0 

0 
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LEDGER— continued. 

Reduction of Capital Account. 


3 

Dr. 


3 

Cr. 


I,... 1 

1 J. C 1 ^*1 

19 •• 

Dec. 31 j To Sundry Assets 

! 12 1 62,000 ■ 0! 0 

1 ij 1 i 

Dec. 31 ; 

1 

t 

i 1 i ■ 

* ii 1 1 

r. .u: 

1 

I 

i 

! ?! I 1 

! j! £62,000'0; 0 

1 


j s. d. 


I y ; 

By PrtMnium on . 

Shares Account . ' iz jj 2,000 o; o 
, Share Capital ! i| j 1 

Account 1^2 ;j 60,000 , o I o 


i f £62,000 i o; o 


5 Goodwill. 5 

Dr. Cr. 


1 

19 -- 1 

i £ \s.'d. 

; j 

I 9 --- i ' J- ■! £ 


Dec. 31 To Balance . • , V 

; 40,000 ; 0 0 

Dec. 31 ' Bv Reduction of , i! 

1 

; 

1 

! Capital Account 1 12 20,0(X) 

0! 0 



„ 31 ' „ Balance carried i 1: 

1 

1 1 

! I ’ 

j down . ■ ' 20,000 

0 j 0 

! ; 

i ' 

! £40,000 i 0 ’ 0 

I ;i £40,000 i 

01 0 

19 ..- ! i 

' i 1 

i i' 

1 1 

Dec. 31 i To Balance brought i 

I 1 

: ! I: 


j down . . • <v' 

120,000 j 0 ; 0 

j j ij 

1 

' ...I - 


(The remaining Ledger accounts need not be reproduced lierc, as they are 
similar to the above.) 


Return of Capital to Shareholders. —Owing to altered circum¬ 
stances, companies occasionally find themselves possessed of a larger 
capital than they require. The redundant cajntal may have resulted 
because the company has curtailed its operations, e.g. abandoned its 
foreign trade, or be due to a particular piece of legislation. If such a 
condition should arise, Sections 66 and 67 authorise the return of that 
part of the capital no longer required, and the company may either, 
with or without extinguishing or reducing liability on any of its shares, 
pay off any paid-up share capital which is in excess of the wants of 
the company (S. 66, i [c]). This power, however, can be exercised only 
provided the Articles originally, or as altered for the purj)ose by special 
resolution, sanction such a course, and by special resolution subse¬ 
quently confirmed by the Court. Further, where the proposed 
reduction involves either diminution of liability in respect of unpaid 
share capital, or the repayment of any paid-up share capital, any 
creditor of the company may object to the reduction. The Court 
may then settle a list of the creditors, and if satisfied with respect to 
every creditor that either his consent to the reduction of capital has 
been obtained, or that his debt or claim has been discharged or has 
been secured, may make an order confirming the reduction on such 
terms and conditions as it thinks fit (SS. 67 and 68). 

Illustration. —Blanks, Ltd., was registered with a capital of 100,000 shares 
of each. Owing to the imposition of high tariffs by various foreign countries, 
their export department w'as closed down, and the original capital could no 
longer be employed profitably. It was therefore decided to reduce the 100,000 
shares of ;£i each to 100,000 sh.ires of 155. each, and to return 5s. per share to 
the shareholders, A special resolution was passed to give effect to this decision. 
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no creditor of the company objected, and the Court confirmed the reduction of 
capital. The entries necessary are as follows:_ 

JOURNAL. 

Dr. 


Cr. 


12 


19 .. 
l>c. 31 


Share Capital Account .Dr 

To Suufiry Shareholders . ! . . 

Being 5s. per share returnable to shareholders on 
KK),orxj shares of / i each, now reduceil to 
100,000 shares of 15.V. each. 


1 

c 

s. 

d. 

c 


d. 

2 

25,000 

0 

0 



3 li 
1 

1 



25,000 

1 ® 1 

1 ° 

i 

1 

' 1 

! __ 







Dr. 


CASH BOOK. 


Cr. 


' '' 


d. 


19 -.. ! 

Dec. 31 I By Cash. Sundry 
! Shareholders, 5s. 

per share on 
t 100,000 shares . 



1 

3 

25,000 


LElXiKR. 


2 Share Capital Account. 

Dr. 


i 

19,.. 1 

j. i' £ u'</. 

.. 1 

IQ... 

Dec. 31 1 To Sundry Share?* 

Dec. 31 ! By Balance . 

! holders . 

12 li 25,000; of 0 

„ 31 ! „ Balance carried 
i down 

i 

1 

1 

! 

{ 75 »<K)o 10.0 

ii/Jioo.ooo' 0! 0 

i: i! 

I 1 

19... 1 

Dec. 31 j By Balance brought j 



1 down . . j 


Cr. 


C |s-i 

100,000, o 


jTlOO.OOO! O I O 


75,000 o I o 


3 Sundry Shareholders. 

Dr. Cr. 


19... j 

c.n.:| £ 

1 

s. 

d. 

19... 



J. 

1 ^ 

5. 

d. 

I.>oc. 31 To Cash 

1 ii 25,000 

0 

0 

Dec. 31 

By 

Share Capital 

! 



i 

1 

1 

ii 





Account . 

12 

1 25»000 j 

i ' ! 

0 

0 


Suitable amendment of the Share Register is also necessary recording the 
alteration in the denomination of the shares. 


EXAMINATION QUESTIONS. 

1. A limited company issued ;£50,ooo Ordinary Capital in £io shares, payable 
jfi on application, £.\ on allotment, and the balance two months later. The 
company also issued £^o,ooo in Debentures of ;^ioo each, payable io% on 
application and the balance on allotment. The whole was subscribed and 
allotted on January lo, ip... Give the necessary Journal entries to record the 
above. (National Union Teachers.) 

2. Make the Journal entries necessary in order to record the undermentioned 
transaction: The Southern Cro.ss Packing Company, Ltd., issued, on June 30, 
19..., 100,000 Ordinary £i shares at a premium of 55. per share, pa3^able on 
application. Tlie shares applied for were payable as to 105. per share on applica¬ 
tion and as to 15.S. per share upon allotment. The issue was fully subscribed by 
the public. Allotment duly took place for the whole issue on July 15, 19... 
(London Chamber Commerce.) 
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3. Laurent Carle, Ltd., a newly formed Company, issued 50,000 Ordinary 
Shares of £\ each and 50,000 6% Preference Shares of /i each. Of these, 51,650 
Ordinary Shares were applied for, 50,000 of which were allotted; and 48,500 
Preference Shares, all of which w’ere allotted. 

Briefly describe the procedure necessary in order to carry out the issue and 
allotment of these shares, and give rulings of any special books or papers you 
would recommend. 

Both classes of shares were payable: 25. 6rf. per share on application, 
January 3, 19...; 55:. per share on allotment, January 5, iq... ; 125. per share, 
first and final call, January 31, 19... {Royal Sociciy Artsj) 

4. The Tulip Soap Company, Ltd., was formed on January 1, 19..., with a 

nominal capital of 60,000 shares of £\ each, divided into 15.000 5% Preference 
Shares and 45,000 Ordinary Shares. 8.000 Preference Shares were allotted and 
paid for in full on January 10. 35.000 Ordinary Shares were allotted on January 

T 5 . 5 ^' being paid on application and allotment. A final call was made on 
March 5, when all amounts were paid except the final call on 100 shares. On 
March 25, £j,ooo was raised by the issue of 5% Debentures, the cost of the same, 
3^380, being paid in cash on that day. On April 15 the company purchased the 
business of G. Gale, taking over the following assets: Plant, /s.ooo; Stock, 
3^3,000; Sundry Debtors, /2,ooo, which were ]>aid for by the allotment of 2,000 
Preference Shares and 3,000 Ordinary Shares, fulh' paid, and the balance in cash. 

Show Cash and Ledger accounts and Journal entries to record the above 
transactions and the Balance Sheet of the Company as at April 30, 19.,.. 

5. The West .African Rubber Company, l.td., which was registered with a 
capital of £100,000, divided into 1,000.000 shares of zs. each, invited applications 
for its capital, payable 6 d. per share on application, 1.5. per share on allotment, 
and the remainder one month after allotment. On April i, 19..., 1,200,000 shares 
w'ere applied for, and the deposits thenjon received. On April 6 following, 
applications for 800,000 shares were accepted in full, while applicants for the 
remaining 400,000 shares were allotted half the number they had respectively 
applied for. The balance due on allotment was in each case receiv(‘(i on the 
following day, and the final instalment was received on May 6, 19... You are 
asked to show the record of the above transactions in the Company'.s Cash Book 
and Journal and in the following accounts in the Ledger: (a) Applications 
Account; (h) Allotment Account; (r) Call .Account; (d) Share Capital .Account. 
(Chartered Institute Secretaries.) 

6 . The Mosside Pumping Company, Ltd,, was regi.stered in to... with a 
Nominal Capital of 500,000 shares of £1 each. J )uring the same year 250,000 of 
these shares \vere issued and fully paid up. 

The balance of the Share Capital was offered to the public in 19... at a premium 
of 5s. per share. Of these shares 200,000 w'cre applied for and duly allotted, 
payable as to 75. 6d. per share on application (including the premium) and 25. hd. 
per share one month after allotment. No further call was made during the 
year. The expenses of the second issue amounted to ,{1,025, of which amount 
£500 was wTitten off during the year. 

Show how the above tran.sactions w^ould appear in the Company’s Balance 
Sheet as on December 31 last. {Chartered Accountants.) 

7. Whiteheads, Ltd., issued new- capital on February 2S, 10..., consisting of 
40,000 Ordinary Shares of £i each, payable as to 5,^. on application, 55. on allot¬ 
ment, and 10s. one month after allotment. The shares were issued at a premium 
of 5s. per share, payable on allotment, and the issue was over-subscribed to the 
extent of 10,000 shares. Make the necessary Cash Book and Journal entries, the 
w'hole of the money having been duly received by the Company. {Chartered 
Accountants.) 

8 . Journalise the following transactions of a limited company:—■ 

The company was registered on January i, 19..., wuth a Nominal Capital of 
£1^20,000 divided into 120,000 shares of £i each, of w^hich 40,000 were issued as 
fully paid to the vendor as part purchase consideration, 40,000 offered for 
subscription to provide working capital, payable as to 5s. per share on application, 
55. per share on allotment, and the remainder in two calls of 55. each; 40,000 
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shares to be held in reserve for future issue. The vendor also received £10,000 
in 5% Debentures, being the balance of the purchase consideration. (Chartered 
Accountants.) 

9. A limited company, with a Nominal Capital of £^0,000 in 50,000 Ordinary 
shares oi £i each, was formed to acquire an existing business. Stiares to the 
value of 10,000 were issued to the vendors as fully paid, and 20,000 shares were 
subscribed for by the public. During the first year 155. per share was called up, 
being 55. per share on application. 5.?. per share on allotment, 25. 6 d. per share 
first call, and 25. Od. per share second call. At the end of the first year there had 
been paid up on the shares subscribed for by the public: on 15,000 shares the 
full amount called ; on 3,000 shares 125. bd. per share; on 1,500 shares 10.9. per 
share; on 500 shares 5.9. per share. 

You are required to give the entries necessary to record the Capital trans¬ 
actions in the books of the company, taking into consideration the fact that all 
shares upon which less than 10.9. per share had been paid were forfeited by 
resolution of the Directors. You arc also required to show how the Capital 
would appear in the Balance Sheet of the company at the end of the first year. 
(Chartered Institute Secretaries.) 

10. The Dent(m Mining Company. Ltd., was registered on January i, 19..., 
with a Nominal Capital of £150,000, to acquire the Daluth Tin mining claim from 
lYospectors, Ltd. The purchaser price of the claim was agreed at £^0,000, 
payable as follows: Cash, £10,000; Ordinary Shares. £30,000; Debentures, 
£10,000. 

The (?ompany offered 100,000 Ordinary Shares of £i each for public subscrip¬ 
tion on January 3, 19..., at a premium of 5s. per share, payable as to 75. 6 d. per 
share (including the preinium of 55.) on application, 55. per share on allotment, 
and tlie balance on February 15. 

On January 10 the Directors went to allotment upon applications for 85,650 
shares, all of which were alUdled. and the allotment moneys duiy'^ paid on or 
before h'ebruary i, 19... The linal call was also duly paid with the exception of 
the amount due upon a holding of 500 shares. The agreement with Prospectors, 
Ltd., was carried out on January 25. 

Give the necessary entries to record these transactions, and show how they 
would appear in the Company’s Balance Sheet. (Chartered Institute Secretaries.) 

11. The Oriental Supplies Company, Ltd., made an issue of 50,000 Ordinary 
Shares of £i each at a premium of 25. per share, 25. bd. per share payable oh 
application, ,4.9. hd. (including the premium) on allotment, and 5s. on first call, 
due three months after allotment, and the balance as required. 

The Application List was closed on March 25, 19..., when it appeared that 
applications had been received for 60,000 shares. 

On March 31 the Directors met and allotted shares as follows: applicants 
for 40,000 shares in full; applicants for 15,000 shares, 10,000; applicants for 
5,000 shares, nil, their application money being returned on April i. 

The whole of the amounts due on application and allotment were received by 
April 10. 

Tlie first call became due on June 30, 19..., and was all received by July 8, 
with the exception of the call due on 1,000 shares. 

The call on these 1,000 shares not having been received, the shares were duly 
declared forfeited by the Directors on September 30, 19... 

Make the necessary entries in the Cash Book and Journal of the Company to 
record the above transactions. (Chartered Accountants.) 

12. Can shares be issued at: (a) a discount, (6) a premium? If so, how 
should the transactions be dealt with in the books of the company^? 

13. The Redesdalc Trading Company, Ltd., had a total subscribed Capital of 
£100,000 in Ordinary Shares of £to each, on which £7 10s. had been called up. 
A final call was made, and all amounts were paid except £25 due from W. Ford, 
who owmed 10 shares. These shares were forfeited and re-issued at £9 per share 
for cash. Show the General Ledger Accounts in which the above transactions 
are recorded and the balances thereof as they would appear in the Balance Sheet 
of the Company. 
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14. One thousand shares oi £1 each in the Allmetal Aircraft Company, Ltd., 
were allotted to Henry Brown, of Middlesbrough, ironmaster, on March i, 19... 

He paid 5s. per share on application, and 55. per share on allotment. A first 
call of 3s. per share was made, payable on June i, 19.,. This he failed to pay, 
and the Directors of the Company decided to forfeit his shares. Notice of the 
intention to forfeit was given on August i, 19..., and as the call still remained 
unpaid the shares were duly forfeited on September i, 10... In the meantime a 
second call of 55. per share had been made, payable on September i, 19... 

On October i, i<)..., the forfeited shares were re-issued as fully paid to William 
Watts, of Corporation Street, Manchester, cotton merchant, at the price of 155. 
per share. 

Describe the usual course of procedure in forfeiting shares, and make the 
entries in the books of the company necessary to show the full effect of the above 
transaction. (Chartered Accountants.) 

15. Sorrell & Son, Ltd., was registered as a limited lialiility company on 
October r, 19..., with an Authorised Capital of £300.000. The company went to 
allotment on November i, 19..., when 200,000 Ordinary Shares at £1 each were 
allotted at a premium of 2.^. 6 d. per share, payable 2.v. 6rf. on application, 3s. 
(including premium) on allotment, and the balance on May i next. All the 
allotment and call money was paid when due except in the case of one shareholder, 
who failed to pay the final call on 200 shares held by him. His shares were 
forfeited on June i, 19... Show the necessary entries in the books of the company 
to record these transactions. 

16. The Directors of a limited company forfeited 1,000 Ordinary Shares of 
£i each owing to non-payment of the final call of 105. per share. The shares 
were subsequently re-issued to another shareholder for a cash payment of 225. (^d. 
per share. 

(1) Are these proceedings intra vires ? 

(2) What steps sIkjuUI you take to enable yon to arrive at a decision ? 

(3) How should the transactions be dealt with in the Balance Sheet which 
you are asked to certify ? (Chartered Accountants.) 

17. On February ir, 19..., the Directors of a limited company resolved that 
60 shares of £i each, issued to Howard Jones, should be forfeited for non-pa>'mt‘nt 
of the amounts payable on allotment and first call, viz. ys. bd. and 55. respectively; 
the dcpiosit on application, 25. 6 d., had been paid. No further call was made. 
On March 25, 19..., they resolved that the said shares be issued to Robert Elmsley 
on payment by him of £40. Make the necessary entries in the company’s books, 
including the Share Ledger, (Chartered Accountants.) 

18. I’repare “Statutory Report “ from the following figures: Receipts: 
On allotment of 50,000 shares of /to each, £137,000. IToceeds sale of old 
building material removed from freehold, £1,742. Advanced on mortgage, 
£47,000. Received in respect of alkitment of liebenture Stock (73% of £100,000), 
£75,000. Payments : Purchase of freehold, £203,000. IViid builders on account, 
£12,600. Paid for Stock in Bond, £24,350. l*aid salaries, £247. Office and 
petty expenses, £147. Preliminary expenses to date, £2,471. (Chartered 
Accountants.) 

19. Submit the Balance Sheet of a Company showing a large balance standing 
to the debit of Profit and Loss Account. Suggest a scheme for reduction of 
capital, and submit the Balance Sheet of the Company as it would appear when 
your proposed scheme of reduction of capital had been carried out. 

20. How should the discount on the issue of Debentures be dealt with in the 
undermentioned circumstances? (a) Black, Ltd., i.ssued i.ooo Debentures of 
£1,000 each at 95, repayable at par in ten years, (h) White, Ltd., issued £100,000 
5% Perpetual Debenture Stock at 95. In each case the expenses of the issue, 
apart from discount, amounted to £3,500. (London Chamber Commerce.) 

21. On January t, Excelsa, Ltd., offered for siiInscription 300 4% J>ebcntures 
of £100 each, repayable in five years at par. The price of issue was 98, payable 
as to £to per Debenture rin application, and the balance on March i . Applications 
were received for 600 Debentures, and 500 were duly allotted on January 3. The 
underwriting and costs of the issue amounted to £300. (hvc the entries which 
these transactions would necessitate, and show how^ the issue would appear in 
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the Balance Sheet of the Company as on December 31. (London Chamber 
Commerce,) 

22. Malmaison, Ltd., issued /loo.ooo 5% Debentures, in bonds of ;£ioo each, 
on January i, 19... The Debentures were issued at a premium of 5%. and were 
payable as to 20% on application, as to 30% (includinj^ the premium of 5%) on 
allotment (January 10). and tlie balance on January 25. Applications for 1,035 
bonds were received. 

Give the entries necessary to record the issue, and show how the above trans¬ 
actions would appear in the Balance Sheet of the Company. (Chartered Institute 
Secretaries.) 

23. Describe the expenditure which, in your opinion, may be legitimately 
debited to “ Preliminary Expenses Account " by a newly registered limited 
company. 

Statt> how you would deal with this expenditure in the books and published 
accounts of the company. (London Chamber Commerce.) 

24. Describe the difference, if any, in the book-keeping records of a dividend 
paid : (a) Free of Income Tax ; (b) Less Income Tax. (Royal Society Arts.) 

25. I'ht^ Directors of a limited company, with a fully paid Capital of 100,000 
Ordinary Shares of each, decided to pay an interim dividend of 10%, less tax, 
as on July i. 

Give the entries necessary to record the payment of the dividend. (London 
Chamber Commerce.) 

26. Explain the functions and advantages of a “ Dividend Book " as employed 
by limited companies. 

Submit a suitable ruling for a book of this nature, and make three specimen 
entries therein. (Royal Society Arts.) 

27. The Directors of the Stanfram Company, Ltd. (Capital authorised, 
subscribed and paid up. £^0,000), at the end of their first year's trading, decide 
to recommend tlie payment of a dividend of 5%, and request you to advise as to 
tiie formalities incidental to the payment of the dividend, (a) State your 
recommendations; and (b) draft rulings for a pro-forma Dividend List. (In¬ 
corporated A ccountants.) 

28. A company is de.sirous of reducing its Capital. State shortly the steps 
that must be taken to effect it.s purpose where the Articles do not contain a clause 
empowering the company tt> make any such reduction. For what purpose is a 
reduction of Capital usually required ? (Incorporated Accountants.) 

29. l*rej)ai e tlie imaginar>' Balance Sheet of a company which has sustained 
c<jnsiderable trailing lo.sses and depreciation of capital assets. 

Assume tliat it has been decided to reduce the capital of the company by 
converting the fully paid £i shares into shares of ms. each, and redraft the 
Hakince Slieet, showing the position after the reduction of capital has been duly 
carried out. (Royal .Society Arts.) 

30. In what cases and subject to what conditions is a company entitled to 
pay interest out of Capital ? (Chartered Institute Secretaries.) 

31. A successful Rubber Plantation Company found that its shares rose 
to such a premium that tlie market became restricted. A special resolution was 
therefore duly passed dividing the Company's 10,000 Ordinary Shares of each 
into 200,000 .shares of 5s. each. 

Show the entries w'hicli are necessary in order to give effect to the above 
resolution. (Royal Society Arts.) 

32. The prospectus of Partington, Ltd., was publicly advertised on January 21, 
with the following loan and share issues: Debentures : 1,000 4% debentures of 
£100 each, the whole of which were offered and fully subscribed and paid up. 
Preference Shares : 20,000 Preference Shares of each, the whole of which 
were offered and fully suliscribed and paid up. Ordinary Shares : Nominal, 
30,000 Shares of £5 each, of which 10,000 shares were issued as fully paid to the 
Vendors in part payment of the purchase price of the business. Of the remaining 
20,000 shares the public subscribed for 15,000 shares, the whole of which were, in 
due course, fully paid up, with the exception of the last call of £^ per share on 
500 shares, which were subsequently forfeited by resolution of the Directors. 
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Pass the necessary entries through the Company’s books to record these trans¬ 
actions, and state how they should appear in the Balance Sheet. {London 
Chamber Commerce,) 

33. What are “ preliminary expenses,*’ and how are they dealt with by 
limited companies ? To what extent (if any) are these expenses allowed by the 
Income Tax authorities as a charge against revenue ? (London Chamber 
Commerce.) 

34. The Annual Accounts of Ravary’s, Ltd., showed a balance to the credit 
of l^ofit and Loss Account of / 5 , 05 O. as on December 31, 19... The Nominal 
Capital of the Company consisted of 10,000 shares of each, all of which had 
been subscribed and fully paid up. 

At the annual meeting in February 19... it was decided, (^i) To increase the 
Nominal Capital of the Company to £15,000 by the issue of 5,000 6% Preference 
Shares of £1 each. (/O To pay a dividend for the year 19... of 55%, 50% to be 
discharged by the issue of luUy paid Preference Shares at par, and the balance, 
5%, to be paid in cash. 

Give the entries necessary to record these transactions. (Royal Society Arts.) 

35. The accounts of Pain and Peters, Ltd., on December 31, 19..., show^ed a 

balance to the credit of Profit and I-oss .\ccount of £5,870. The Company was 
a private one, wdth a Nominal Capital of £15,000 in shares of £1 each. 10,600 of 
which were subscribed and fully paid up. These were held as follows: A, 4,000 ; 
B, 4 ,000; C, 1,000; 1 ), 1,000.’ At the annual general meeting of the Company, 
at which all the shareholders were present, it was unanimously decided as 
folk)ws. 

(1) To increase the Nominal Capital of the Company to £25,000. the 
additional £10,000 to consist of 10,000 6% Cumulative Preference Shares of £i 
each. 

(2) To pay a dividend for 19... of 5o^’o, of which 20*’;, w^as to be paid in 
cash and 30*^,^ by the issue of Preference Shares at jiar, treated as fully paid. 

Make the Journal entries necessary to give effect to tht? above resolutions. 
(Chartered Accountants.) 

36. What do you understand by “ Debentures issued at a discount ” ? How 
would you show such Debentures in the Balance Sheet of a company ? Give an 
example. (London Chamber Commerce.) 

37. The Directors of the Argonaut Company, I-td., issue £250,000 4 % 
Debenture Stock at the price of 90. Homi shoulil tlie discount be dealt wdth in 
the Company’s Balance Sheets from year to year ? (Chartered Accountants.) 

38. A company issues £100,000 Debenture Stock at and pays 2% for 

underwriting it. How should the transactions show in the company’s books ? 
(Chartered Accountants.) 

39. The Balance Sheet of the Ix>max Company was composed of the follow^- 
ing items: Paid-up Capital, £10,000; Debentures, £6,000; Cash, £11,000; 
Debtors, £4,000 ; Creditors, £3,000 ; Stock, £6,000 ; Premises, £5,000 ; Balance 
of Profit, £7,000. Instead of declaring a dividend, it was decided to exercise the 
option of paying off the whole of the debentures at a premium of 3%. Give the 
entries in the various Ledger accounts affected, and draw' up a Balance Sheet 
showing the new position. (National Union Teachers.) 

40. Sudemeyer, Ltd., issued £100,000 5% Debentures, in bonds of £100 each 
on January i, 19... The Debentures were issued at a premium of 5%, and were 
payable as to 20% on application, as to 30% (including the premium of 5%) on 
allotment (January 10), and the balance on January 25. Applications for 1,035 
bonds were received. 

Give the entries necessary to record the issue, and show how the above 
transactions w'ould appear in the Balance Sheet of the Company. (Chartered 
Institute Secretaries.) 

41. A company made an issue of £100,000 Debenture Stock, secured by trust 
deed on all the fixed and floating assets of the company. Of this amount £50,000 
was subscribed at a premium of 2%, £30,000 was subscribed at par, and £20,000 
was issued to the company's bankers by way of collateral security for a loan of 
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Ciive the entries which should appear in the company's Balance Sheet 
to record these transactions. (Chartered Accountants.) 

42. A company has a Capital of £100,000 in Ordinary Shares of £1 each (fully 
paid up) and a did.)it balance on Profit and T-oss Account of £50,000. It is desired 
to reduce the shares to 105. each, in order to wipe off the debit balance. State 
what steps must be taken to carry out the scheme, and, assuming that to have 
been done, show the entries that would have to be made in the books. (Chartered 
Institute Secretaries .) 

43. A limited company with a fully paid capital consisting of 200,000 Ordinary 
Shares of £i each has tra<ie<l unsuccessfully, with the result that the debit balance 
of the Profit and Loss Account now amounts to £68,585. It is decided, subject 
to confirmation by the Court, to reconstruct the company, and to reduce the £i 
shares to shares of los. each fully paid. The balance of the Capital written off, 
after dealing with the Profit and Loss Account, is to be utilised in reducing the 
book value of assets of a wasting nature. Submit a pro forma Balance Sheet on 
the basis of the Capital and Profit and Loss figures abijve, and submit the entire 
procedure necessary to carry out the proposed reduction of Capital. (Chartered 
Accountants.) 

44. How is a reduction of a comijany’s Capital ordinarily effected ? State 
yiarticularly what steps are necessary where it is proposed: (a) to return capital 
to the shareholders: (h) to write off Capital wdiich has been lost; (r) to cancel 
shares which have not been taken up. 

45. A limited company is formed to purchase an existing business with a 
nominal capital of £200,000, one-half in Ordinary and one-half in 5% Preference 
Shares of /i each. 60,000 of the Ordinary Shares arc issued at a premium of 5s. 
per share, the Preference Shares being all issued at par; 5s. per share being 
payable on application, and ioa-. on allotment in each case. £20,000 6% 
Debentures are underwritten at 98%. On account of the purchase money of 
£54,000 a sum of £8,000 is paid in discharge of the liabilities of the vendor, and 
the following a.sseis taken over; Stock-in-trade, £T2,ooo; Book Debts, £20,000; 
Macliinery and Plant, £<i,ooo. 

journalise the entries necessary for recording the purchase in the books of the 
company. (Incorporated Accountants.) 
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LIMITED COMPANIES 
Company Accountancy — Continued. 

—All roft.Tt.‘i\ces arc to the Companies Act, 194S, unless otherwise 

stated.] 

Purchase of a Business. —When a company is formed for the purchase 
of the business of a going concern, the first duty of the book-keeper is to 
make himself acquainted with the terms of the contract with the 
vendors, or the promoting syndicate, as the case may be. The purchase 
price will usually consist of cash and fully paid shares in agreed propor¬ 
tions. The greater the proportion taken in shares, the greater will be 
the public confidence in the venture. 

The assets taken over will usually include a named sum for goodwill, 
though sometimes a round sum is fixed for the whole undertaking, 
including goodwill. In the latter case the amount payable for goodwill 
is represented by the excess of the purchase price over the value of 
the net assets required {i.e. over the tangible assets acquired, minus 
the liabilities assumed). 

The last l^alaiice Sheet of the vendor's business (with or without 
adjustments) usually forms the basis of the purchase contract. When 
the purchasing company assumes the liabilities, the vendor usually 
guarantees that they shall not e.xceed the Balance Sheet figures; 
frequently also he guarantees the book debts. In such cases the 
book-keeper must make any adjustments that may prove necessary, the 
vendor’s account being debited or credited as occasion requires. 

Procedure to Record Purchase of a Pusmcss. 

(а) Open a l^urchase Account and debit it with the agreed 
purchase price of the business and credit the vendor with the like 
amount. 

(б) Open an account for each asset acquired (including goodwill) 
and debit the respective book values to these accounts. Credit 
Purchase Account with the like amounts in one total. 

(c) Open accounts for the liabilities assumed and credit these 
accounts with their respective balances, as shown in the Balance 
Sheet. Debit Purcha.se Account with the like amounts in one 
total. 

(d) If the vendor takes shares in part payment of the purchase 
price, credit Share Capital Account (or Debenture Account, if 
debentures are issued), in part payment, with the issued value of 
the shares (or debentures), and debit the vendor with a like 
amount. 
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(c) The entries recording the balance (if any) of the shares or 
debentures issued will be similar to those already fully described 
(see p. 352). 

{J) Debit the Cash Book with the balance taken over, and any 
receipts on Share and Debenture Account, and credit all payments 
made to the vendor, or in payment of expenses. 


Illustration i.—Tcstouls, Ltd., was registered with a nominal capital of 
;^'20o.ooo, divided into loo.ooo Ordinary Shares of £i each, and 100,000 7% 
Preference Shares of £1 each. A contract was entered into with Hugh Dickson 
agreeing to purchase his established business for the sum of ;£i25,000. The 
purchase price was to be satisfied by the issue of 30,000 fully paid Ordinary 
Shares of £i each, taken as representing 25A. per share; 50,000 fully paid 7% 
Preference Shares of £1 each ; and the balance in cash. The company was to 
pay the liabilities, which the vendor guaranteed should not exceed the Balance 
Shec^t figure. The vendor also guaranteed that the book debts should not 
realise less than /i 8,980. 25,f>oo Ordinary Shares at 2 ^s. per share and 25,000 

7% I'reference Shares of £i each were issued to the public, and fully paid up 
as on February i, 10— The Balance Sheet of Hugh Dickson, as on the date 
of jiurcha.se, was as follows 


BAT.AXCE SHEET, DECEMBER 31, 
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s. 

o 
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o 

o 

o 

o 


ri24,4i3 I o I o 
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The book debts realised £18,400, and a further liability (omitted from the 
Balance Shetrt) amounting to ^^150 was paid. The preliminary expenses of 
the new com])any aniounte<l to £3,850. 
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JOURNAL. 


19... 
Dec. 31 


31 


31 


31 


Sundry Assets:— 

Freehold Premises 
Machinery and Plant 
Furniture and Fittings 
Sundry Debtors 
Stock 


Dr. 


Feb. 12 


Cash 

To Purchase of Business Account 
Being tJie assets taken over by the Company as 
per contract dated December 18, 19... 


Purchase of Business Account . . . Dr. 

To Sundries:— 

Sundry Creditors ..... 

Bills Payable ...... 

Being liabilities assumed by the Company as per 
contract dated December 18, 19... 


Purchase of Business Account . . . Dr. 

To Vendor ...... 

Being agreed purchase price of the business as per 
contract dated December 18, 19... 


Vendor ....... Dr. | 

To Sundries :— 

Ordinary Share Capital Account . 

Ordinarv Shares Premiums Account 
7% Preference Capital Account . 

Being allotment of 3 o,<kk> Ordinary Shares at 2^s. 
l>ef share, and 50,000 7% f*reference Shares "of 
£1 each, both fully paid as per contract for sale. 


V'endor ....... Dr. 

To Sundry Debtors ..... 

„ Sundry Creditors ..... 

Being amounts necessaiy* to make np amounts 
guaranteed as per contract for sale. 


!; Ordinary Shareholders . . . . Dr. 

I To Ordinary Share Capital Account 
' „ Ordinary Share Premiums Account 

j For application, allotment, and call moneys on 
! 25,000 Ordinary Shares issued at 25s. per share. 


7% IVeference Sharcrholders . . Dr. 

'i'o 7% Preference Share Capital Account 
I'or application, allotTiient, ami call moneys on 
25,000 7% Preference Shares of each. 


„ 12 I Gocxiwill Account ..... Dr. 

i To Purchase of Business Accotint 
! Being transfer of balance representing Goodwill. 


Dr. 


Cr. 



! 

5 . 

d. 

£ 

s. 

d. 

X 

48,76a 

0 

0 




3 

37.412 

0 

0 




3 

897 

0 

0 




/ 

x 8 , 98 o 

0 

0 




9 

i 15.600 

0 

0 




C.B. 

! 






zx 

j 2,762 

0 

0 




17 




124,413 

0 

0 

17 

i 

{ 24.413 

0 

0 




i 13 




12,413 

0 

0 

i *5 

1 

} 



x 2,000 

0 

0 

i 

1 

i 17 

125,000 

0 

0 




.9 j 




125,000 

( 

0 

0 

! 



! 

J 



.9 1 

87,500 

0 

° i 




! 2* i 



i 

i 30,ocx> j 

0 

0 

i ^3 1 

i 


1 

i 7,500 ! 

0 


; 25 ! 

i '1 




j 50,000 : 

! 

i 

0 

i 0 

i 

i j; 

i 10 ii 

1 730 1 

0 

0 ' 

1 



' 7 1 ’ 




i 580 

0 

0 

13 

j; 

j 

! 1 

i 


j 150 

0 

0 

£7 i: 

31.250 ; 

i 

! 

1 

0 j: 

! j 



21 i| 




1 25 i<Hxi: 

0 

0 

= 3 !i 

1 1 

I 


! 6,250 

0 i 

0 

1 

1 





ii 






29 1 

25,000 

0 

0 




25 ; 

1 




25,000 

0 

0 

1 

1 

33 : 

25,000 

i 

0 ! 

0 




i 


! 

1 

i 

25 ,CX )0 1 

0 

0 



__ i 


! 

_ 

... 


LEDGER. 

Freehold Premises. 


Dr. 


Cr. 


19... 
Dec. 31 


I J- ^ 

To Purchase Account j 12 1! 48,762 


s.\d.\ 
o i o 


Machinery and Plant. 


Dr. 


Cr. 


19 •• 


J* 

£ 

s. 

d. 



£ 

5. 

d. 

Dec. 31 

To Purchase Account 

12 

37,41a 

0 

0 
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Furniture and Fittings. 


443 


Dr. 


19 
Dec. 3* 


To Purchase Account 


I 


J. 

£ 

S. 

d. 


22 

«s 

00 

0 

0 




7 


Sundry Debtors. 


7 


___ __ _ _ Cr. 


19... 


! J- 

£ 

5. 

d. 

19... 


J. 

f 

s.i 

d. 

i:>ec. 31 

To Purchase Account 

1 

18,980 

0 

0 

Dec. 31 

By Vendor . 

12 

5^ 

0 

0 



1 

1 






C.B. 






1 




» 31 

„ Cash 

1 II 

18,400 

0 

0 




£18,980 

0 

0 




! £18,980 

0 

0 


Stock. 


Dr. 


19.. 


Dec. 31 j To Purchase Account 


I! 


j. li L 

12 |i 15,000 |0}0 


Cr. 


\sU. 


13 

Dr. 

I 

Dec. 31 : To Cash 
„ 31 I „ Cash 


Sundry Creditors. 


ic.B.i; £ if.jrf. 

! 12 :• 12.413 io|o 

I \>' || 510 ! o I o 

I l| ^12,563 jojo 


19... 

Dec. 31 I Hy Balance . 
.» 31 : Vendor . 


13 

Ck. 


. !| ^ 

j s.! d. 

y i 12.413 

1 0 ; 0 

J. ji 150 

0 j 0 

j: £12.563 

0! 0 

j 


15 

Dr. 

19... j 

IVc. 31 I To Cash 


Bills Payable. 15 


Cr. 



C.B.II £ 

s. 

d. 

19... 

1 .. 

j 


|! £ 

s. 

d. 

• 

12 ji 12,000 

0 

0 

Dec. 31 

I By Balance . 

1 

V 

ji 12,000 

1 

li 

0 


j| £12.000 1 

0 

1 

0 


1 


>; £12,000 
!i 

0 

0 


J ^7 Purchase of Business Account. 17 

Hr. Cr. 


19... 


J. 

£ 

5. 

d. 

IQ... 


1 J- 

£ 

4. 

d. 

Dec. 31 

To Sundry Liabili> 





Dec, 31 

By Sundry Assets . 

1 12 

124,413 

0 

0 


ties 

12 

24.413 

0 

0 

.. 31 

„ Goodwill Ac- 





.» 3 * 

M Purchase Price . 

12 

125,000 

0 

0 


count 

12 

25,000 

0 

0 




£149.413 


0 




£149,413 

0 

0 
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LEDGER— continued. 

Vendor's Account. 


Dec. 31 To Ordinar>’ and Pre- | 
ference Share! 
Capital Accounts! 
,,31 „ Adjustment of i 

Sundry I^ebtors j 


31 I „ Cash 


1 ^ 

s. 

d. 

19... 


J. 

! 

i 


Dec. 31 

1 

By Purchase of 


! 

i 


Business Ac- 


1 87t.5oo 

0 

1 

0 


count 

X2 

i 730 

0 

0 




0 

^s 

0 

0 




,£125,000 

0 

1 _! 

0 

L__ 


i 



Cr. 

j. I I j-U. 


'£125,000,00 


Ordinary Share Capital Account. 


‘ i 

5. 

d. 

IQ... 


I: 

J. !: L 




Dec. 31 

By Vendor 

12 i 30,000 




.. 31 

„ Sundry Share- 

j 

! -i 1 




holders . . ! 

112 1 25,000 1 

j !' i 

1 :■ i 

1 


i 


1 £55 »ooo 1 

.1 


Ordinary Shari- 

Premiums Account. 

23 

Cr. 

' 1 jl £ i 

d. 

jg... 

i J. 

i £ is.!rf. 

; i 


Dec. 31 

By Vendor .12 

7..'5oo 0,0 

! |: 


M ‘31 

„ Sundry Share- 

’ i ! 




holders . .12 

! 6,250 i 0 ; 0 

! ti 

i !* 




1 £13.750 o|o 


7% Preference Share Capita!. Account. 


: 

: 

£ 

sJd. 

. 

J. 

! £ 

T 

' 


' 

Dec. 31 ! By Vendor 

Z2 

1 50,000 

0 

i 

' 

t 

„ 31 J „ Sundry Share- 


j 


1 I 


! 

! holders . 

12 

1 25.000 

0 i 

■ !■ 

1 

1 1 


1 £75.000 

0 i 

! 1 


Ordinary Shareholders. 


^ i J. • 

i £ s.d. 

19... 

Dec. 31 To Ordinary Share 


I>;c. 31 

; Capital and Pre- ' 



■ niiuins Accounts la ’ 

31,250 0:0 

■ ! 



7% Preference Shareholders. 


IC.B.II i i5.’d. 

; II i: 31,250 i o I O 


X9--- i 

Dec. 31 j To 7% Preference ■ 


J. 

i £ 

i 

19. 

ic.B.lj 

.in 

£ 5. 


1 i ! 

Dec. 31 : By Cash 

25,000 0 0 

12 

j 25,000 ;ojo 

j 

1 



li 1 1 

i 

1 ii 
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LEDGER— continued. 


3 * 

Preliminary Expenses Account. 

3* 


|c.B. 

L «.| d. 




/ 


To Cash . . . 1 12 

i 

3,850 j 01 0 




*0 



33 Goodwill Account. 

Dr. 


1 I jJ 

L 

s. 

d. 


j 'lo Purchase of Busi- | j 





mrss .Account . ; 12 

i....... 1 . .J 

25,000 

0 

0 



33 

Cr. 

£ s. d. 


Testouts, Ltd. 

BALANXE SHEET, JANUARY i, 19... 


Capital :— |j 

Uominal — jj 

i(X),uoo Ordinary !; 

Shares of £ i each 4100,000 i. 
100,000 7% Prefer- ^ it 

ence Shares of j| 

each 100,000 I 

£200,000 ji 

Issued — |j 

55,000 Ordinary ji 

Shares of £i each £55,000 ;| 
75,000 7 ‘?o Prefer- jj 

ence Shares of £1 
each . 75,txjo jj 

—:-1| 

Ordinary Shares Prerniuins .Ac- ij 
count . . ji 


ii 


i 

’’ 

a. 

1’ 

1 


L 

5 . 

d. 




Freehold Premises 

48,762 

0 

0 




Goodwill .... 

25.000 

0 

0 




Machinery and Plant . 

37 . 4*2 

0 

0 




Furniture and Fittings 

1 «97 

0 

0 




Stock .... 

15,600 

0 

0 




Cash at Bank 

12,229 

0 

0 




Preliminary Expenses Account 

3,850 

0 

0 




/ 




, 

i 



/ 

1 



i 

130,000 ‘ 

0 

0 





It. 7501 

0 j 

0 

.X.. j 




£MJ. 75 o ! 

i 

0 I 

0 


£*43.750 

0 

0 


Note —As this Balance Sheet is nut to be laid before a General Meeting, the basis of valuation of fixed 
assets, et<\, need not be stated. 


Illustration 2. —Chatenays, Ltd., was registered with a nominal capital of 
;i2oo,ooo, consisting of 200,000 Ordinary Shares of ;^i each. contract was 
entered into with (i. Dickson to purchase his established business as on 
December 31, 19..., for the sum of £60,000, to be satisfied by the issue as fully 
paid of 25,000 Ordinary Shares taken at 25.V. per share and the balance in cash. 

In addition to the shares issued as fully paid as above, 60,000 shares were 
offered on Januar\’ 5 to the public for subscription at 255. per share, payable as 
follows: On application, ^s .; on allotment, 105. (including the premium of 
5A.); and on first and final call (March 5), 105. per share. The whole issue 
w’as underwritten for a commission of 2j%, and an overriding commission of 
1%, and a brokerage of yl. per share was offered to stockbrokers and others 
for placing shares. The public applied for 65,000 shares. The Directors went 
to allotment on January 10, on which day Allotment Letters and Letters of 
Regret were posted. 

Duty, legal charges, and other preliminary expenses amounted to £4,750. 
All moneys due on the shares were paid on or before March 7, except the final 
call of 105 . per share on 500 shares which remained unpaid. 3,200 shares were 
allotted on application forms bearing the stamp of stockbrokers. 

On March 3, fifty 5% Debentures of £100 each were issued at 98^, and 
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were fully subscribed and paid up. The expenses of the issue amounted to 
£426. 

You are required to prepare the following:— 

(1) Opening Journal entries; 

(2) Cash Book; 

(3) Ledger Accounts; 

(4) Trial Balance; and 

(5) Balance Sheet of the new Company. 


19 •• 
Jan. 1 


Mar. 3 


JOURNAL. 


Dr. 


Sundry Assets (net) ..... Dr. 

To (i. Dickson ...... 

Being purchase price of the Assets acquired as per 
Contract for Sale. 


!■ £ 

2S ' 60,000 

27 ii 

1; 


G. Dickson ...... Dr. j 27 j 60,000 

To Ordinary Share Capital Accoimt . 

„ Ordinary Share Premiums Account 

„ Cash. 

Being 25,000 Ordinar>- Shares (taken at 25.S,) and 
Cash in discharge of purchase consideration as |)cr 
Contract for Sale. 


I 3 
I C.B. 

I 5 


A]wlicatiou and Allotment Account . . Dr. 

To Ordinary Share Capital Acx:ount . 

„ Ordinary Share Premiunus Account 
Being amounts payable on 60,000 shares allotted by 
Directors to ^e public this day. 


Sundry Debenture Holders .... Dr. 
Debenture Disamnt Account . . . Dr. 

'lo 5% Debentures. 

Being amount due and discount on 50 £ioo Deben¬ 
tures issued this day at 98}. 


j First and Final Call Account . . Dr. 

I To Ordinary Share Capital Account . 

I Being Call due this day on 60,000 shares. 

Calls in Arrear ...... Dr. 

To First and Final Call Account 
Being Call of los. per share on 500 shares unpaid. 


45,(K>o 


!’ 4.925 
i' 75 


;l 30,00<) 

i; 


! i 


£ 

60,000 


25,000 

6,250 

28,750 


30,000 

15,000 


o j! 


5,000 i o 


30,000 


i i 


250 


o i o 

I 


I 

Dr. 


LEDGER. 

Ordinary Share Capital Account. i 

Cr. 



£ ‘ 

.. 

d. 

19 - 


J. 

! 

£ 

s. 

a. 


j 


Jan. I 

By G. Dickson 

9 

25,000 

0 

0 





M 

„ Application and 










Allotment 

9 

30,000 

0 

0 





Mar. 5 

„ First and Final 










CaU. 

9 

30,000 

0 

0 








£85,000 

0 

° 


3 

Dr. 


Ordinary Share Premiums Account. 


3 

Cr. 



£ 

s. 

d. 

19... 



J. 

£ 

s. 

d. 




Jan. I 

By G. Dickson 


9 

6,250 

0 

0 




„ 10 

„ Application 

and 









Allotment 


9 

15,000 

0 

0 








£21,250 

0 

0 
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Application and Allotment Account. 
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5 

Dr. 


19... 
Jan. xo 

To Ordinary Share 
Capital Account. 

„ Ordinary Share 

Premiums Ac¬ 

count 

J. 1 

9 

i 

5 . 

d. 

19.. 

Jan. 

»• 

i 9 1 

iS.ofXj 

0 

0 




...1! 

/C 45 ft>oo 

0 

0 



5 

Cr. 



5. 

d. 

!j 45,000 

0 

0 

^ 45,000 

0 

0 


Dr. 


19 


Mar. 5 I To Ordinary Share 
Capita] .Account 


FikST AND Final Call Account. 

Tj. 


Cr. 


ji L j 

d. 

19... 

jC.B. 

1 ’. 

! C 

7a. 



Mar. 5 

By Cash . • | 5 

; 29,750 

0 1 0 

jj 30,000 J 0 

0 

.. 7 

,, Calls in Arrear . j J.9 

1 250 

0 1 0 

jl/, 30,000 ' 0 1 
JI _i__ J 

0 


1 i 

!/' 30 ,ooo j 

0 1 0 


9 Calls in Arrear. 9 

_^ . . ..... . ^_ __ _ Cr. 




I! 

i 



1 


19... 


J. jj L 

s.‘ d. 



I £ 

s.i 

Mar. 7 

To First and Final 

i 


1 



1 

! 

Call Account 

9 j| 350 

0! 0 
i 


! 

1 i 

1 

i • 



XI 

Dr. 


5% Debentures Account. ii 

Cr. 



i 

s. 

d. 

19... 


J. 

'7" 

s. 






Mar. 3 

By Sundry Dobcn- 









turc Holders 

9 

4.925 

0 

0 





.. 3 

„ Debenture Dis¬ 









count . . 1 

9 1 

! 75 

0 

0 


i 

i ! 



_ ! 

i 

! 

! 

1 /■ ! 

! £5,000 

0 

0 


13 


Debenture Discount Account. 


Dr. 


13 


Cu. 


19 .. 

Mar. 3 



J. 

£ 

s. 

d. 

1 j 

i £ 

s. 

To 5% Debentures 

9 

75 

0 

0 

1 1 

! 1 


i 


15 Sundry Debenture Holders. 15 

Dr. Cr. 



J. 

£ 

s. 

d. 19... 


C.B. 

i ^ 

5. 

d. 

To 5% Debentures . 

I ^ 

4,925 

0 

0 Mar. 3 

By Cash. 

5 

1 4,925 

0 

0 


17 

Dr. 


19... 

jan. X 


Underwriting Commission, etc. 


17 


Cr. 



C.B. 

£ 

s.jrf. 



£ 

s. 

d. 

To Cash . 

5 

2,100 

0 j 0 
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LKDGER— continued, 

19 Preliminary and Formation Expenses. 19 


Dk. 




Ck. 

19... 

!c.n. c s-UJ 


1 ^ 

5. d. 

Jan. I To Cash . 

. 1 5 4.750 ojoj 


1 

1 


21 

Debenture Issue Expenses 

Account. 


21 

Dr. 




Cr. 

■■ I 

19... 

i \s.\d\ i 


li 

5 . d. 

Mar. 7 ; To Cash , 

• i 5 ;; 4^6 !ojo| j 


1! 


23 

Brokerage. 



23 

Dr. 




Ck. 

ly... 1 

'c.Bji 1, iJd. j 


"j! 


Jan. I :'loCash . 

. . 5 i 40 ' 0:0 ! 

i 1 ' 



I ; 

25 

Sundry Assets. 



25 

Dk. 




Cr. 

! 

19... ! 

i J. ;i /■ is.U. ! 


‘ j c 

5.'i. 

Jan. t I To G. Dickson . 

. j 9 j 60,000 ; 01 0 j 

! !’ ! ! : 


j 1 

1 

1 


27 G. Dickson, Vendor. 27 


Dr. 







] 

19 . 


: J. 

c 

! 

s.: d. 

19... j 

.1. j! £ 

Jan. I 

To Ordinary Shares 

9 

: 31.250 

00 

Jan. I j By Sundry Assets 

y 60,000 



iC.B 

, 

i 

: 

}1 

„ I ; 

,, Cash 

. ■ 5 

; 28,750! 

1 0! 0 

! 

li 



i 

1 £Go,ooo 

L 

1 

!: £60,000 : 

li 1 


TRIAL BALANCE, MARCH 7, 19... 




Dr 


Cr 



! 



.<. ! d, ' 

£ 

5. 

d. 

Ordinary Share Capital .4tTount . . . j 

I 


1 ' 

85,000 

9 

0 

Ordinary Share Premiums .'\<;courit . j 

3 


! ■ 

21,250 

0 

u 

Calls in Arrcar.j 

9 

250 

00. 




5% Debentures .Account . . | 

II 


1 

5.000 

0 

0 

5% Debenture Discount Account . . . j 

13 

75 

0 1 0 ' 




Underwriting Commission . , . i 

17 

2,100 

0 1 0 i 




i*reliminary and Formation Expenses . i 

1 '9 

4.75« : 

; 0 I 0 




Debenture Issue KxiK;nses Account . i 

21 

426 1 

00: 


! 1 


Brokerage . . . . 1 

23 

40 1 

1 0 I 0 i 


1 

1 

Sundry Assets. 

: 25 

60,000 ; 






1 C.H. 


! ! 1 




Cash in hand ........ 


43.609 

i-liJLi 





' i 

£111.250 

1 0 ! 0 i 

1 1 1 

£”1.250 

1 ^ 

0 
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EXAMINATION QUESTION. 

A limited company was formed to purchase the business of Victor Hugo, 
whose Balance Sheet as at the date of purchase was as follows: - 


BALANCE SHEET. 


! 

C 

s. j d. 


1 

s. 

d. 

Capital . . . . . 1 

15,000 

0 0 

Leasebold Vactory 

i 10,500 

0 

0 

Sundry Creditors . . j 

4,2(XI 

0 0 

Machinery and Plant 

1 5»240 

0 

0 

Loan from Bank . 1 

4 ,c«»o 

0 1 0 

Sundry Debtors 

j 3,260 

0 

0 

Bills Payable . . . j 

6<k> 

0 : u 

St<H:k ..... 

1 3,100 

0 

0 



i 

Cash at Bank 

j 420 

0 

0 

i 


1 

j 

Bills Receivable 

, 1,280 

0 

0 

li 

j £‘23,800 

0 1 0 


I £23,800 

0 

0 


The purchase terms were as follows:— 

(1) The purchase price was agreed at 7,500, payable as to ;fio,ooo in 
cash and as to /7,5oo in fully paid shares. 

(2) Victor Hugo was to retain the Cash at Bank and Bills Eeceiv'able, and 
undertook to meet the Bills Payable. 

(3) The company took over all the remaining assets at their book values 
and undertook to discharge the liabilities other than Bills I*ayable. 

(4) The capital of the company, subscribed by the public, was ^30,000 in 
Ordinary Shares of £i each, of which 15.?. w^as called up and fully paid. 

(5) The Preliminary Expenses amounted to 

Give the entries necessary to open the books of the company upon the 
completion of the purchase, and submit the initial Balance Sheet. {London 
Chamber Commerce.) 

Solution. 


12 JOURNAL. 

Dr. Cr. 


19 -.. 




i 

* f. 

s. 

d. 


5 . 

d. 

Dec. 31 

Purchase of Business Account . 

Dr. 

I 17.500 

0 

0 

1 




To Vendors. 

Being agreed purchase price of the business. 


5 




17,500 

0 

0 

M 31 

Sundry Assets ...... 

Leasehold Factory .... 

Machinery and Plant .... 

Dr. 

19 

1 

10,500 

0 

0 






21 

5,240 

0 

0 





Sundry Debtors .... 


23 

3,260 

0 

0 





Stock ...... 


2.5 

3,100 

0 

0 





To Purchase of Business Account 

Being book values of assets taken over. 


I 



22,100 

0 

0 


M 31 

Purchase of Business Account . 

Dr. 

I 

8,200 

0 

0 




To Sundry Creditors .... 
„ Bank Loan ..... 


13 

15 



il 

0 

0 

0 

0 


Being liabilities taken over from Vendor. 







M 31 

Vendors ....... 

Dr. 

5 

7,500 

0 

0 





To Share Capital Account 


7 



7,500 

0 

0 


Being 7,300 shares of /x each issued as fully paid 








in part satisfaction of the purchase price. 









M 3 X 

Application, Allotment, and Call Account . 
To Share Capital Account 

Dr. 

9 

22,500 

0 

0 






7 



22,500 

0 

0 


Being transfer of the former account to Share 








Capital Account. 
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3 



CASH 

BOOK 





3 

Dr. 










C* 


19... 



£ 



19 .. 



1 

5 

d. 

Dec. 31 

lo Sundry Share- 





Dec. 31 

By Vendors 

5 

! 10,0(K) 

0 

0 


holders (on Ap- 





.. 31 

„ Sundry Creditors. 

13 

4,2t)0 

0 

0 


plie.ation, Allot- 





„ 31 

„ Bank Loan 

15 

4.000 

0 

0 


nient, and Call 





.. 31 

„ Preliminary Ex- 






Account) . 

9 

22,500 

0 

0 


penses 

17 

586 

0 

0 







.. 31 

„ Balance carried 












tlown 

V 

3,714 

0 

0 




£22,500 

i 0 

10 


1 


|£ 22 , 50 «J 

1 0 

0 

IQ... 












Dec. 31 

To Balance hrouKht 


! 


1 








down 

V 

1 

1 3.714 

1 ° 

1 0 










] 

.EDGER. 






I 

Purchase of 

Business 

Account. 




I 

Dr. 










Cr 


i<). . 


J. 

: 

i C 

u. 

\d. 

19... 

I 

1 

' J. 

£ 

s. 

1 " 

\d. 

Dec. 31 

lo V(!ndors 

12 

! 17.500 

f) 

0 

Dec. 31 

1 By Sundry Assets . 

i 12 

22,100 

0 

! 0 

.. .31 

,, Sundry Creditors . 


1 4.200 

0 

0 

31 

1 „ Transfer lo Good- 

! 

\ 



» 31 

„ Bank Loan . 


, 4|0<K) 

0 

0 


j will Ac^a>imt 

: 27 

1 3,600 

0 

0 




;/ 25 , 7 oo 


'0 

_ 


1 


i£ 25 , 7 oo 

0 


5 




Vendors. 





5 

Dr. 










Cr. 


, 19 -.- ! 


‘j-i 

£ 

s. 

d. 

19... 

1. 

i 

"j 7 ! 

r'7n 

! 

s. 

7 

Dec. 31 1 

To Share Capital Ac- 





Dec. 31 

I By Purcha.se of Busi- 

1 



1 


count 

12 

7.500 

0 

0 


1 ness Account 

12 

! 17,500 

0 

0 



C.B. 







j 




„ Cash . 

3 

10,000 

0 

0 




1 






£17,500 

0 

0 




!£i 7 , 5 oo 

0 

0 

7 


Share 

[Capital Account. 




7 

Dr. 









I 

Cr. 





£ 

s. 

d. 

19... 


J. 

£ 

5 . 

d. 







Dec. 31 

By Vendors. Fully 












paid shares 

12 

7,500 

0 

0 







tf 31 

„ Application, Al- 












lotnient, and 












Cali Account 

12 

22,500 

0 

0 










£30,000 

0 

0 

9 

Application, 

Allotment, and 

Call Account. 




9 

Dr. 










Zit, 


19... 


J. 

£ 

s. 

d. 

19... 


C.B. 

£ 

s. 

d. 

Dec. 31 

To Share Capital Ac- 





Dec. 31 

By Cash, Sundry 






count 

12 

22,500 

0 

0 


Shareholders 

3 

22,500 

0 

0 
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Sundry Creditors. 


13 

Dr. 

19.. 


15 


13 


Cr. 


i 

C.B.|i C 

19... 


J. 

£ 

5. 

d. 

31 1 To Cash . 

3 [ 4.200 loo 

Dec. 31 

Bv Purchase of Busi- 





i 

II 1 1 


ness Account . 

12 

] 

4,200 

0 

0 


Bank 

Loan. 




15 

t. 





Ck 



C.B.ij 1 is.|rf. 

19... 


1 J- i 

. 

£ 

s. 

d. 

31 I To Cash . 

3 .! 4,000 ;o!o 

Dt^. 31 

: By Purchase of Busi¬ 





i 

i j 

!• ' * 

1 

ness Account . ; 

: 12 1 

4,000 

.! 

0 


17 

l.)R. 


Preliminary Expenses Account. 


Cr. 


17 


19 .. i 

;c.B 

ii 1 Is-!**. 

----- 

! 

£ 

1 

1 

d. 

Dec. 31 ; To Cash 

! 3 

I| 586 j j 0 


! 




... 

•_ 



1 




19 


Leasehold E'actory. 



IQ 

Dr. 






Ck 


Dec. 31 ■ To Purchase of Busi- 

1 

i; £ d. 

1 i 

i 

1 

; £ 

s. 


i ness Account 

! 

i 12 

10,500 : 0 ■ 0 


i 




21 


Machinera 

AND Plant. 



21 

Dr. 





Cr 


19... : 

Dec. 31 lo Purchase of Busi- 

j •*' 

•1 £ >S:d. 

: ! 



£ 



' ness .Account 

i 12 

5,240 ; 0 ; 0 


i ; 




23 


Sundry Dehtors. 



2.^ 

Dr. 





Cr. 


19.. ' 

1 

i: ! ! 

£ \s. d. 


i 

£ 


d. 

Dec. 31 lo Purchase of Busi- 

! ■ • 






i ne.ss Account 

i 12 

1 3,260 ! 0,0 

I 

.i , 





25 

D». 


Dec. 31 j To Purchase of Busi- 
i ness Acc,ount 


Stock. 


25 

Cr. 


J-|! £ G-U- 

1 


c 


1' ! 1 

12 I 3,100 OjO 

! 

i 

i 

1 

! 

i 

1 


27 

Dr. 


19... 
Dec. 31 


Goodwill. 


27 


Cr. 



;! f iA. 




--- 

s. 

To Purchase of Busi¬ 

i i : 




1 * 


ness Account . 1 

I !: 3,600 \o[o 

i; 1 1 



i 


! 
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New Company. 

BALANCE SHEET, DECEMBER 31, 19... 


Capital :— 

Issued— 

7,500 shares of li each 
issued as fully paid 
to vendor 

30,000 shares of /Ji each 
issued to public, 15s. 
per share called up . 



£ 

s. 

d. 


£ 






Goodwill ..... 

3,fioo 

0 





I..4‘.aschol(l Factory 

10,500 

0 





Machinery and Plant . 

5,240 

0 





Stock ..... 

3,100 

0 

47,500 




Sundry Debtors . 

3,260 

0 




Cash at Bank . , . . | 

3,714 

0 





Preliminary Expenses Account . j 

586 

0 

22,500 

30,oo(i 

** 

0 

1 

i 

j 




j 



/:30,ooo 

0 

h’ 

i 

I£30,ooo 

0 


Note. —This Balance Sheet is not drawn up in a form complying with the requirements of the Eighth 
Schedule. 


Reconstruction. —Reconstruction is not a term of any legal signifi¬ 
cance. It ex])resscs re-organisation, and this may take many forms. 
Reconstruction of a company may become necessary by reason of 
financial losses, but frequently reconstruction is entered upon for 
quite different reasons. 'Fbus a company may be re-organised for any 
one of the following purposes :— 

(a) Amalgamation with one or more similar undertakings. 

{!)) Al)Sorption of a smaller comp)any. 

(c) To enlarge the objects detailed in the Memorandum. 

(d) In order to write off lost capital. 

(6’) To provide means to satisfy the claims of creditors, or the 
claims of Cumulative Preference Shareholders for arrears of dividend, 
otherwise than by payment in ca.sh. 

(/) Consolidation of existing share issues, or re-arrangement of 
the rights of various classes of shareholders fw/rr se. 

(g) Alteration of the denomination of the Shares, the issue 
of ten £i shares for every share of £io held. 

(/i) To alter the domicile of the company. 

(i) To reduce or extinguish the uncalled liability on the issued 
shares. 

In earlier days, under the Act of 1862, reconstruction involved 
liquidation and the formation of a new company. The Act of 1908 
provided ample legal machinery for reconstruction in many of the 
above events without liquidation, and the Acts of 1929 and 1948 
contain similar machinery. 

We have already seen that, under S. 61, a company may, if author- 
i.sed by its Articles, increase, consolidate, and subdivide its capital; 
convert its paid-up shares into stock; and cancel unissued shares. 

We have also .seen that, under S. 66, if authorised by the Articles, 
a company may, by special re.solution subsequently confirmed by the 
Court, extinguish or reduce the liability on share capital not paid up; 
cancel share capital which is lost or unrepresented by assets; pay off 
paid-up share capital in excess of its wants. 

Under .S. 58 a company may utilise undivided profits to pay off 
Redeemable Preference Shares (see p. 304). 
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Further, by S. 206, a company may compromise with its creditors, 
or its shareholders, or any class of them. On application to the Court 
for power so to do, the Court may order a meeting of the creditors, or 
of the shareholders, to be summoned to consider the proposal, and if 
the compromise or arrangement is sanctioned by a majority in number 
representing three-fourths in value of the creditors, or cL'iss of creditors, 
or shareholders, or class of shareholders, present and voting either in 
person or by proxy, such compromise or arrangement may be sanctioned 
by the Court, and, if so, becomes binding upon the creditors or the 
shareholders concerned. This procedure is frequently made use of 
in reconstruction proceedings in cases where a proportion of the outside 
liabilities of the company are satisfied by the issue of shares, or the 
arrears of cumulative preference dividends are similarly satisfied, or 
the denomination and rights of the various classes of shares are to be 
re-arranged. 

Very briefly stated, the steps necessary to carry out a scheme of 
reconstruction, otherwise than by procedure under S. 206, are as 
follows:— 

(a) If reduction of capital is involved the Articles must give 
authority, or must be amended by special resolution to give authority, 
and the company must pass a special resolution reducing the capital. 

(b) If the proposed reduction is for the purpose of cancelling 
shares not issued, any resolution specified by the Articles will suffice. 

(c) If it is simply a repayment of Redeemable Preference Shares 
out of accumulated profits, the procedure is under S. 58. 

(d) If the reduction is for any other purpose than in (h) or (c) 
above, the Court must be petitioned to sanction the scheme. If the 
('ourt approves, an order is made which must be filed with the 
Registrar and published as the Court may direct. The Court’s 
order takes effect only after registration (S. 69). 

One of the most common reasons for reconstruction is the need to 
provide further w^orking capital. It is necessary, sometimes, in this 
connection, to form a new company, and to proceed under the powers 
conferred by S. 287. The new company takes over the assets of the 
old company, and allots shares with an uncalled liability in the new 
company, in consideration for the assets taken over, thus providing 
further working capital. By S. 55, Finance Act, 1927, transfer and 
share capital duties are remitted to the extent of the share capital of 
the transferor company, subject to certain conditions (see p. 473). 

In practice, reconstruction schemes are sometimes very difficult 
and complicated. More particularly, for example, in cases where two 
or more issues of Debentures exist, secured upon different specific 
assets, followed by one or more issues of Preference Shares, with or 
without accumulated arrears of dividend, and with differing rights as 
to priority, and an issue of Ordinary Shares without preferential rights 
as to dividend or capital. The appiortionment of the capital loss to be 
written off as between these different interests clearly needs nice adjust¬ 
ment. Having ascertained the capital loss to be provided for, and 
determined its incidence, it then becomes necessary in most cases to 
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provide further working capital. Unless all these needs are satis¬ 
factorily provided for, the reconstruction scheme will come to naught. 

In other cases, for instance (c), (/), (g), and (A) mentioned on p. 453, 
reconstructions impose very little work on the company book-keeper, 
for they entail no alteration in the books, except such amendments as 
may be necessary in the Share Register. The only new accounts 
involved will be a new Preliminary Expenses Account, and any new 
Share Capital Account to record the fresh issue of capital, if a fresh 
issue is made. To the former account all the expenses of reconstruc¬ 
tion would be debited, the balance being written off over a reasonable 
period in the manner explained in connection with Debenture Issue 
and similar expenses. 

The following three illustrations give the basic principles on which 
reconstruction book-keeping is based. They are purposely presented 
in simple form, in order that these principles should not be obscured 
by complicated detail. 

lllustraiion i.—Blanks. Ltd., decided to sell their undertaking to a new 
company registered as Blanks (19...), Ltd. The purchase price was fixed at 
^^50,000, payable by the issue of 100,000 shares in the new company, credited 
with 105. per share as paid. The new' company was to pay the liabilities of 
tlie old company. Goodwill Account was to be written off: Machinery and 
Idant Account reduced to £20,000 \ and the balance of the Profit and Loss 
Account was to be written off. The Balance Sheet of the old company at the 
date of the proposed reduction was as follows:— 


Blanks, Ltd. 

BAL.ANCE SHEET, T)ECP:MBER 31, 19... 


Issued Capital: too.ooo shares 
of each, fully paid . 
Sundry Cretlilors 


— 



•• • - --- 

•- 

. ... 

— 

£ 

5. 

d. 


£ 

5. 

d. 




Goodv^rill .... 

20,000 

0 

0 

100,000 

0 

0 

Machinery and Plant 

30,000 

0 

0 

40,200 

0 

0 

Sundry Assets 

69,800 

0 

0 




Cash ..... 

400 

0 

0 




Profit and Loss Account 

20,000 

0 

0 

^140,200 

0 

0 


£140,200 

0 

0 


Assuming that the sale to the new company w'as duly effected, and that 
the balance of io«r. per share had been called and paid up, the following records 
would appear:— 


KEALTSATION ACCOUNT. 

Dr. Cr. 


10-.. 



£ 

2. 

d. 

1 

19 



£ 

5. 

d. 

Dec. 31 

To Sundry As.sels, 





Dec. 31 

By Purchase Price * 





etc., transferred 
to the new com- 






from the new 
company 


50,000 

0 

0 



pany 


140,200 

0 

0 

» 3 X 

„ Loss on Assets 











transferred to 
the new com¬ 
pany 


50,000 

0 

0 









3 Z 

„ Sundry Creditors 






y 






to be paid by 
the new com¬ 
pany 


40,200 

0 

0 





£140,200 

0 

0 




£140,200 

0 

0 
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A Purchase of Business Account would be written up, as already explained 
on p. 440, to record the opening of the New Company. 

The Balance Sheet of Blanks (19...). Btd., would appear as follows:— 


Blanks (19 • )' 

BALANCE SHEET, DECEMBER 31, 19... 


Dr. 


Cr. 


1 

i ' 

I c 

S. 

rf. 


£ 

5. 

d. 

; 100,000 shares j 




Machinery and Plant 

20,000 

69,800 

0 

0 

I os. prr share ! 




Sundry Assets 

0 

0 

1 105 . per shares | 

\ 



Cash. 

10,200 

0 

0 

id up . . 1 

1 100,000 j 

0 

0 





1 

' £100,000 

0 

i ^ 


i £100,000 

0 

0 


—This Balance Sheet is not prepared for laying before a General Meeting. 


The above simple illustration serves to demonstrate the principles 
upon which the book-keeping entries are based. Furtlier detail may 
now be introduced. 


TUusivation 2..Uprichards, Ltd., after a scries of trade losses, resolved by 

special rcsolulicm to wind-up, and to reconstruct by means of a sale to a new 
company to be called Up>ricliards (19...), Ltd. At the date of the confirmatory 
resolution the Balance Sheet of tlie old company was as follows:— 


Uprichards, Ltd. 


BALANCE SHEET, DECEMBER 31, 19... 


Capital :— ll 

200,000 Ordinary Shar€?s of £1 

each, fully paid ,j 200,000 o 

Sundr>’ Creditors . /Tfi.ooo j| 

Bank Loan . 3,uoo ji 

Bills Payable . 2,000 \\ 

-ji 11,000 I o 

'I_! _ 

I; £211,000 o 


d. 


c 

s. 

d. 


I'Veehold Factory , 

78,500 

0 

0 


Machinery and IMant 

47,800 

0 

0 

0 

Motor I.orrics 

3,880 

0 

0 


Stock ..... 

18,282 

21,820 

0 

0 


Sundry Debtors 

0 

0 


Cash at Bank 

718 

0 

0 

0 

Profit and Loss Account (accu¬ 





mulated loss) 

40,000 

0 

0 

0 

j 

£211,000 

1 ^ 

0 


The parties concerned consented to the following reconstruction scheme:— 

(a) The new company w'as to take over the assets of the old company, 
but not the liabilities. 

{b) 'J'he capital of the new compan^*^ was to consist of 500,000 Ordinary 
Shares of £i each. 

(c) The new company was to purchase the as.sets of the old company for 
60,000, payable as to /140,000 by the issue of 280,000 Ordinary Shares of 
/i each, credited with 105. per share as paid up, and £20,000 in cash. 

{d) The balance of los. per share payable by the members of the new 
company was to be paid as to 55'. on application and 5s. on allotment. 

All moneys due on the new shares were paid. The expenses of reconstnic- 
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tion amounU'd to Aj.ooo, and the preliminary and registration expenses of the 
new company' to 5,000. 

The following entries are necessary to record the reconstruction:— 


JOURNAL. 


2 b 


Dr. Ch. 


10... 
Dec. 31 


31 


Realisation Account .... Dr. 
To Siinclries ; - 

JTeehoUi t'acttiry ..... 
Machinery and Plant ..... 
Motor Lorrif^ ...... 

Stock . 

Sundry Debtors ..... 

Cash at iJank ...... 

Beinp: the transfer of these assets to the new com¬ 
pany as per terms of the scheme datH this day. 


Upric.hards (iq.. ), Ltd. .... Dr. 

■J'o Realisation Acc<»unt .... 
lieinR aRreed jnirchase price of the assets of the 
old company. 


Shares in Uprichards (19 Ltd. (the new coin- 
panv) . . .Dr. 

To rprichards (19...), Ltd. 

BeiiiR th(* issue of 280,000 sliares {tos. paid) as part 
purchase price of the assets as per scheme dated 
this day. 


Dr. 


Realisation .\ccoiint 
To Sundry Creditore 
BeiiiR cx-jst of reconstruction scheme. 


Dr. 


Cash. 

To Uprichards (19.. ), Ltd. 

Being the cash portion of the purchase price as per 
scheme dated this day. 


Dr. 


!- 


Sundries ;— 

Sundry Creditors 
Bank Loan .... 

Bills Payable .... 

To Cash '. 

h'or cash paid in discharge of the old conii)any’s 
liabilities, and costs of reconstruction scheme. 
{.\ote .— In practice this entry would be omitted.) 


31 j Share Capital Account (old company). . Dr. 
To Sundries ; ■ 

Profit and Loss Account .... 
Realisation Account ..... 
Being balance at the debit of the old eonipany’s 
Profit and Loss A.'•.count, and loss on the transfer 
of the business to the new company in accordance 
with the scheme dated this day. 



£ 

s. 

■■ 

d. 

i c 

5. 

d. 

23 

171,000 

0 

0 

i 



9 




78,500 

0 

0 

IX 




47,800 

0 

0 

13 




3,880 

0 

0 

*5 




18,282 

0 

0 

J 7 




21,820 

718 

o 

0 





0 

0 

25 

160,000 

0 

0 




23 




i6o,f)oo 

0 

0 

27 

l,p),000 

0 

0 




25 




140,000 

0 

0 

23 

9,000 

0 

0 




3 




9,000 

0 

0 


20,000 

0 

0 




25 



1 

20,000 

0 

0 

3 

15,000 

0 

0 




5 

3,000 

0 

0 




7 

2,000 

0 

0 




19 




20,000 

0 

0 

I 

60,000 

0 

I 

0 




21 




40,000 

0 

0 

23 

i 


i 


20,000 

i 

0 

0 


On distribution of the shares to the shareholders of Uprichards, Ltd,, the 
following Journal entry would close the books of the old company 


Dr. Cr. 



i 

1 

c 

s. 

d. 

£ 

5. 

d. 

Share Capital .Account 

. Dr. 1 

140,000 

0 

0 




To Shares in Uprichards (19...), Ltd. 

. . j 

1 




140,000 

0 

0 
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LEDGER. 

I Share Capital Account. 

Dr. 


I 


Cr. 


19.,. 
Dec. 31 


To Profit and Loss 
Account (debit 
balance trans¬ 
ferred) 

„ Realisation Ac¬ 
count (loss on 
realisation) 

„ Balance carried 
down 


J. 

£ 

5 . 

d. 

19... 
Dec. 31 

By Balance . 

V 

£ 

200,000 

5. 

0 

d. 

0 

26 

40,000 

0 

0 


/ 





26 

20,000 

0 

0 


/' 





v' 

: 140,000 

0 

0 




1 

! 




1^200,000 

0 

0 




£200,000 ! 

0 

0 

il 

ji 

1 1 

1 1 

j 

i 

i 

1 

19... 
Dec. 31 

By Balance broiiRht 
down 


140,000 I 

1 

0 1 

0 


Dr. 


19-.. 

Dec, 31 


To Cash . 


Sundry Creditors. 


Cr. 


26 


!i £ 

5 . 

d. 

19... 



!l 

'! £ 

I..: 

d. 

ii 15,000 

0 

0 

Dec. 31 

By Balance . 


6,000 

0 

0 

;i 



M 3 Z 

„ Costs of Realisa- 





!| 




tion 

26 

9,000 

O 

0 

j 5,000 

0 

! ° 

j 



£15,000 

0 

0 


Bank Loan. 


Dr. 


19... 
Dec. 31 


Cr. 


To Cash . 


1 J- ji £ !»• 

d. 

19... 

i 26 [! 3,000 i 0 

0 

Dec. 31 

1 ji £3,000 j 0 

0 

1 

! 


By Balance 


£ 


3,000 


£3»ooo 

0! 


7 Bills Payable. 7 

Dr. Cr. 


19... 

To Cash 

L 

1 £ 

s. 

d. 

! . 

. 1 

! 

£ 

s. 

d. 

Dec. 31 

26 

I 2,0{X> 

0 

0 

Dec. 31 i By Balance . 


2,000 

0 

0 




! £2,000 

1 

0 

1 0 

i 

1 

Ii 

._.j| 

£2,000 

01 

0 


9 Freehold Factory. 9 

Dr. Cr. 


19... 


[ j 

£ 

5. 

d. 

19... 


J. 

£ 


d. 

Dec. 31 

To Balance 

V 

78,500 

1 0 

0 

Dec. 31 

By Realisation Ac- 












count 

26 

78,500 

0 

0 




£78,500 

1 ^ 

0 




£78,500 

0 

0 
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LEDGER— continued, 

II Machinery and Plant. ii 

Dk. Cr. 


19... 



i 

s. 

d. 

19... 


J. 

i 

s. 

d. 

Dec. 31 

To Balance 

V 

47.800 

0 

0 

Dee. 31 

By Realisation Ac- 












count 

26 

47,800 

0 

0 




/; 47 , 8 oo 

0 

0 




£47,800 

0 

0 


Motor Lorries. 


13 


Cr. 




£ 

s. 

d. 

19... 


J. 

£ 

s. 

d. 


V 

3.880 

0 

0 

Dec. 13 

By Realisation Ac- 











count 

26 

3,880 


0 



£3.880 

0 

i 

0 




£3.880 

°i 

1 1 

0 

i 


15 

Dr. 


Stock. 


15 


Cr. 





£ 

5. 

d. 

19... 


J- i 

£ 

s. 

d. 

31 

To Balance 


18,282 

0 

0 

Dec. 31 

By Realisation Ac- 

1 










count 

26 j 

18,282 

0 

0 




£18,282 

0 

0 


1 

1 

£18,282 


0 


17 Sundry Debtors. 17 

Dr. Cr. 


19... 
Dec. 31 

To Balance 

V 

£ 

21,820 

s. 

0 

J. 

0 

19 .. 
Dec. 31 

By Realisation Ac¬ 
count 

J. 

26 

£ 

21,820 

1 

010 




£21,820 

0 j 

_ 




£21,820 

7|7 


19 

Dr. 


IV... 

Dec. 31 

»» 31 


Cash at Bank. 19 

Cr. 




£ 

s. 

4, 

19... 


J. 

£ 

s. 

d. 

> Balance 

V 

718 

0 

0 

Dik;. 31 

By Realisation Ac- 





Casli, IJprichards 
(19...), Ltd., bal- 



count 

26 

718 

0 

0 





» 31 

„ Sundry Creditors 

26 

20,000 

0 

0 

ance of pur¬ 

J. 










chase price 

26 

20,000 

0 

0 









£20,718 

0 

0 



__ i 

£20,718 

0 

0 


21 Profit and Loss Account. 21 

Dr. Cr. 


19... 
Dec. 31 

To Balance 


£ 

40,000 

*. 

0 

!l 

19... 
Dec. 31 

By Share Capital 
Account 

J. 

26 

£ 

40,000 

5 . 

0 

d, 

0 




£40,000 

0 

3 




£40,000 

0 

0 
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LE DGER —contifi ued. 

Realisation Account. 


23 

Dr. 


23 

Cr. 


19 ■ 


I 


Dec. 31 I To Sundry Assets 


i J- 

26 


31 


Sundry Creditors j 
(expenses of \ 
realisation) - i 26 : 


£ i 

171,0001 


5.. J. 


9,000 ; O i o 


! 180,000 0.0 


19 -.- i ! J* 

Det\ 31 By U p r i c h a r d s : 

, ■ (19..). 1-W.I 

1 (purchase price) 1 2b 
„ 31 ; ,, Share Capital j 

' Account. . ■ 26 


' s. d 


I 


160,000: o o 
20,000 I o o 


jj£ 180,000 i o : o 


25 


Uprichards 

(19...). Ltd. 25 

Dr. 



Cr. 

19-.. 


.T. L s.d. 

19-.. i i J. ! £ 

Dec. 31 ! To Agreed Purchase ; 

i 

I.)ec. 31 ; Fiy Shares issued to • i' 1 i 


Price of old 


(tld company as 1 'j ,1 


Company 

26 160,000 0 _ 0 

part purchase ' jl 1 ; 

price . . ! 26 'i i4t),cK)o , 0 I 0 



i’ 

!■ 1 

». 31 It Cash . . ,20 \ 20,000 0 : 0 



I £160,000.00 

I ! i!£i6o,ooo 1 0 ' 0 

' .lj.... 


27 Shares in New Company. 27 

Dr. Cr. 


! i' ! i 


! J. 1 

£ ■ s. 

d. 

To 280,000 Shares ' 

I 


(105. paid) in ' j 

IJprichards' 

1 

1 

(19..,), Ltd. • i 1 

1 I 

140,000 j 0 

1 ^ 



; s.i d. 


The initial Balance Sheet of the new company, Uprichards (19...), Ltd., 
would appear as follows:— 


Uprichards (19•••)* 

BALANCl^: SHEET, JANUARY i, to... 



! £ 

S. 



i £ 

1. 

Capital :— 

\ 



Sundry Assets taken «>ver from the 

\ 


Sominal: 300,000 Or- 




old c-oinpanv aiul written down 



dinary Shares of £i 




to new valuations (set out 



each . . . £300,000 




details) ..... 

\ 160,000 

0 


i 



Preliminary Exp«*nscs 

5,000 


Issued: 280,000 Ordinary Shares 

i 



Cash at Bank .... 

; 115,000 

0 

of £i each (issueil with los. 

I: 






paid), fully paid 

i 280,000 

0 






£280,000 

■ 0 

^ 0 


|£28o,ooo 

0 


A reconstruction embracing rather different characteristics, and 
treated, in some respects, on somewhat different lines, may now be 
given. 
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Illustration 3.—Blanks, Ltd., was registered with a capital of ;£ioo,ooo, 
divided into 30,000 6% Cumulative Preference Shares of £i each and 70,000 
Ordinary Shares oi £1 each. Both classes of shares were fully subscribed and 
paid up. The company had also issued 120 5% Debentures of £joo each. 

On December 31, 19..., the Balance Sheet of the company was as follows:— 

Blanks, Ltd. 

BALANCE SHEET. DECEMBER 31. 19... 


Issued Capital:— 

30,000 6% Preference 
Shares of ^ i each . £30,000 
70,000 Ordinary Shares 
of £1 each . 70,000 


5% Debentures . . . , 

„ „ Interest Accrued . 

Sundry Creditors 



5 . 

d. 


£ 

s. 

d. 

i 



Goodwill. 

20,000 

0 

0 

1 



Leasehold Property . 

34,762 

0 

0 




Patents ..... 

10,600 

0 

0 




Machinery and Plant . 

24,864 

0 

0 




Stock ..... 

14, 7.^3 

0 

0 

1 100,000 j 

0 

0 

Sundry Debtors 

6,587 

' 0 

0 

[ 12,000 1 

0 ! 

0 

Cash at liank .... 

234 

0 

0 

600 

0 

' 0 

Profit and Loss Account (Balance) : 

12,800 

0 

0 

1 12,000 

0 

0 


i 



1 :£I 24 , 6 oO 

h 

01 

' 0 

j 

l£i24,600 

0 

0 


Note .—^Two years* Dividend on the Preference Shares is in arrear. 


The company’s creditors were pressing, the Debenture interest was twelve 
months in arrear, the dividend for the two years on the Preference Shares was 
in arrear, and working capital was urgently needed. 

Meetings of the debenture holders, tlie two classes of shareholders, and the 
creditors were held, and the following scheme was agreed to by all parties and 
.sanctitmed by the Court:— 

(a) A new company was to be registered as Blanks (19...), Ltd., with a 
capital of 25o,oo<.) Ordinary Shares of 5s. each. 

'J'he purchase price of the old company’s business was to be satisfied by 
tlie issue of a sufficient number of fully paid shares of the ne?w company to 
meet the various agreements set out in the following paragraphs:— 

(b) Two Ordinary Shares of 55. each were to be issued as fully paid to the 
holder of each Preference Share of £i in the old company. 

{c) The arrears of preference dividend were to be satisfied by the issue 
of two fully paid shares of 35. eacli in the new company for every £i due. 

(i/) Tht- (ii;benture holders were to accept fully paid shares of 5s. each in 
tlie new company in satisfaction of the accrued interest. 

(e) The creditors were to receive 155. in the £ on their debts, to be satis¬ 
fied by a cash payment of 105. in the £ and the balance of 55. by the issue 
of fully paid shares in the new- company. 

(f) One fully paid share of 5s. in the new company was to be issued for 
every Ordinary Share of £1 in the old company. 

The balance of the capital of the new company was fully subscribed and 
paid up by several of the largest shareholders in the old company. 

The amount rendered available by the reconstruction scheme w^as to be 
utilised as follows: - 

The patents, goodwill, and the debit balance of the Profit and Loss Account 
were to be written off; Machinery and Plant was to be reduced by /io,ooo; 
Stock by £9,000 ; and Leasehold Property by the balance available. 

You are required to prepare:— 

(1) A Statement showing the shares to be allotted as fully paid by the 
new company. 

(2) The Journal entries recording the fulfilment of the reconstruction 
scheme. 

(3) The Cash Book. 

(4) The following Ledger accounts: Realisation Account and New 
Share Capital Account. (No other Ledger accounts are required.) 

(5) The initial Balance Sheet of the reconstructed company. 
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It is assumed that Debentures in the new company were issued in exchange 
for Debentures in the old company, and that the Sundry Debtors and Balance 
of Cash were taken over by the new company, and tliat the creditors were 
paid off by tiie old company. 


OLD COMPANY'S BOOKS. 


JOURNAL. 

Dk. Cr. 


1 1 

C 

s. 

d. 

1 c 

s. 

d. 

Kealisatioii Account .... Dr. | i 

81,200 

0 

0 




'I'o Sundry Assets, viz. i ! 







Leasehold Propt<rty ..... 





! 34 . 7 b 2 

0 

0 

Machinery and Plant ..... 





24,864 

0 

0 

Sundry Debtors ..... 


1 



1 6,587 

0 

0 

Stock ....... 





1 14.753 

0 

0 

Cu.sh ....... 





1 234 

0 

0 

Bein^c sundrv assets taken over by Blanks (19...), 








Ltd., under reconstruction scheme. 








5% Debentures Account .... Dr. 


12,000 

0 

0 




I'o Rcali.sation Account .... 





12,000 

0 

0 

Being Debentures taken over by Blanks (19...), 








Ltd., under reconstruction scheme. 








Blanks {19...), Ltd. ..... Dr. 


43.900 

0 

0 




I'o Realisation Account .... 





43.900 

0 

0 

Being agreed consideration under reconstruction 








scheme. 








Sundry Creditors ..... Dr. 


3,000 

0 

0 




To Reconstruction Account .... 





3,000 

0 

0 

Being amount written oif Sundry Creditors under 








reconstruction scheme. 








Preference Share Capital Account . . Dr. 


15.000 

0 

0 




Ordinary Share Capital .\ccount . Dr. 


52,500 

0 

0 




To Reconstruction Account . . . 1 





67,500 

0 

0 

Being amounts surrendered under reconstruction ^ 








scheme. 








Rec<uistruction Account .... Dr. 


1,800 

0 

0 




'Fo Preference Shareholders’ Account 





1,800 

0 

0 

Being arrears of Preference Dividend, at los. in 


1 

1 





the £, under reconstruction scheme. 








Rcconstructitm Account .... Dr. 


25..300 

0 

0 




To Realisation Account 





25,300 

0 

0 

Being difference between consideration and net 








assets taken over under reconstruction scheme. 








Rec'.nnstruction Account .... Dr. 


43,400 

0 

0 




To Goodwill. 





20,000 

0 

0 

„ Patents. 





10,600 

0 

0 

„ Profit and Loss Account .... 





12,800 

0 

0 

Being sundry debit balances written off under 








reconstruction scheme. 








Cash ....... Dr. 


6,000 

0 

0 




Ordinary Shares in Blanks (19...), Ltd. . Dr. 


37.900 

0 

0 




To Blanks (19...), Ltd. 





43,900 

0 

0 

Being satisfaction of consideration. 








Sundries;— Dr. 








Preference Share Capital Account 

[ 

15,000 

0 

0 




Preference Shareholders’ Account 


1,800 

0 

0 




Ordinary Share Capital Account . 


17,500 

0 

0 




Debenture Interest Account 


600 

0 

0 




Sundry Creditors. 


9,000 

0 

0 




To Ordinary Shares in Blanks (19...), Ltd. 





37,900 

0 

0 

„ Cash. 





6,000 

0 

0 

Being distribution of consideration in accordance 








with the scheme. 
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NEW COMPANY'S BOOKS. 

JOURNAL. 

Dr. Cr. 


Sundries:— Dr. 

lb Sundries : 

Leasehold Property ..... 

Machinery and Plant ..... 

Stock ....... 

Sundry Debtors ..... 

Cash ....... 

5% Debentures ..... 

Blanks, Ltd. ...... 

Being sundry assets and debentures taken over, 
and consideration therefor. 


L 

28.462 

14,864 

5.753 

6.5S7 

234 

I 

0 

0 

0 

d, 

0 

0 

0 

0 

0 

12,000 
43.900 

s. 

0 

0 

d. 

0 

0 

Blanks, Ltd. ...... Dr. 


! 

: 37 , 9 »J 0 

u 

0 




To Ordinary Share Capital Account 





37 . 9 t>‘> 

0 

0 

Being 151,600 Ordinary Shares of 5s. each allotted 


1 






as fully paid as per resolution of Directors, 



! 





dated.in part c<msideration. 








Cash.Dr. 


24,600 

0 

0 ' 




To Ordinary Share Capital Account 




1 

24,600 

0 

0 

Being cash payment in full for 98,400 Ordinary 



! 

1 




Shares of 5s. each, allotted as per resolution of 








Directors dateti. 

! 


i 

i ‘ 




Blanks, Ltd. ...... Dr. ! j 

; 6,000 

!« 

! 0 i 




To Cash. 



i i 

i 

6,000 

0 


Being balance of consideration. 


i 

j ! 

1 1 




1 ° 


OLD COMPANY'S BOOKS. 

CASH BOOK. 

Dr. Cr. 




C S.U. 




£ 

5. 

d. 

To balance 


2341 0! 0 


By Realisation Account 


\ 234 

0 

0 

„ Blanks (19...), Ltd.. 


6,(H)0 ! 0 j 0 


„ Sundry Creditors , 


6,000 

0 

0 



£6,234 j 0 1 0 

! 

1 


1 1 

1 i 

£6,234 

0 

0 


REALISATION ACCOUNT. 

Dr. Cr. 



- 

£ 

' 

5. 

d. 




£ 

5. 

rf. 

To Sundry Assets, 






By 5% Debentures 


12,000 

0 

0 

transferred . 


81,200 

0 

0 


„ Blanks (19...), Ltd., 










cotisidrration 


43,900 

0 

0 







„ Reconstruction Ac¬ 










count 


25,300 

0 

0 



£8 z, 2 oo 

0 

0 




j£8x,2oo 

i“ 

0 


RECONSTRUCTION ACCOUNT. 

Dr. Cr. 



To Preference Share¬ 
holders' Account 
dividend . 

„ Realisation Account 
„ Sundry Assets, etc., 
written off . 


£ 

x,8oo 

25,300 

43,400 

s. 

0 

0 

0 

d. 

0 

0 

0 


By Share Capital Ac¬ 
counts, amounts 
written off . 

„ Sundry Creditors . 


f 1 

67.500 

3,000 

5 .| 

0 

0 

d, 

0 

0 




£70,300 

0 

0 




£70,500 

0 

0 
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NEW COMPANY'S BOOKS. 

CASH BOOK. 


Dr. 


; To Blanks, Ltd. . I 
i „ Ordinary Shares , 
j Capital Account . i 


j To Balance brought ! 
I down . . j 


Cr. 


ij L j '^‘•1 

ii 234 ! 0 j 0 

24,6001010 

1 i 

] By Bl.inks, Ltd. . . ! 

i Bal.inco carried 

' down . . .1 

1 

i ^ 

! 6,000 

1 18,834 

s.ld. 
0 1 0 

1 

0 1 0 

iij!:24,a34 i 0 : 0 

i ! 

1^1:24,834 

0 i 0 

ji 1 ; 

1 fl , 


j; i8,834jo|o 

i i ^ 

1 



Blanks (19...), Ltd. 

BALANCE SHEET, DEC EMBER 31, 19... 


Capital:— || 

Nominal and Issued : 250,000 '| 
Ordinary Shares of 5s. each, |' 
fully paid . . . , ; 

5% Debentures . . . 


£ 

s. 

d. 


j c 

5 . 

J. 




I^easehold Pn)perty 

1 28,462 

0 

0 




Machinery and Plant 

i 14,864 

0 

0 




Stock ..... 

1 5.753 

0 

0 

62,500 j 

1 0 

0 

Sundry Debtors . . | 

i 6,587 I 

0 

0 

12,000 I 

0 j 

0 

Cash . . . , . 1 

1 i 8,«34 

0 

0 

04,500 1 

0 i 

0 

!! O4.500 

i'cT 

0 


\ote .—This Balance Sheet is not intendfcl to be laid before a Cieneral Meeting. 


Amalgamation.—Combines for the purpose of amalgamating the 
assets, liabilities, and interests of two or more businesses engaged in 
the same trade are a growing feature of modern commerce. The 
procedure of amalgamation usually in\'olves: (a) the liquidation of all 
the combining companies, and the formation of a new company to 
purchase the combined undertakings, or (b) an increase of the capital 
of one member of the combine, and the issue of new shares to the other 
members, in satisfaction of the agreed purcliase price of their businesses. 

Holding [Parent) Companies .—Sometimes these combines take the 
form of Holding or Parent Companies formed to acquire the whole, or 
a controlling majority of the shares in other companies, Subsidiary 
Companies. Frequently also the parent company conducts a trading 
business on its own account. The object of such companies is to 
control the operations of the subsidiaries, and to effect economy and 
harmony in their working. It is a simple and economical method of 
effecting a working amalgamation of companies engaged in similar 
trades. 

A holding company, and its subsidiaries are known collectively as 
a “ group.*' For many years past the larger business undertakings in 
this country, and still more in the United States, have tended to 
become organised in groups. The principal reason for this is that 
there is a limit to the size of a business which can be efficiently managed 
as a single undertaking, and when this limit is passed better control is 
obtained by organising it as a collection of units, each of moderate 
size, and ail subject to the overall general control of the parent or 
holding company. The control is exercised, normally, by the appoint¬ 
ment to the boards of the subsidiary companies of persons who are 
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either themselves directors of the holding company or who are the 
nominees of, and under the control of, those directors. 

Prior to 1948 the only special statutory requirement as regards the 
accounts of a holding company was that (by S. 126 of the Companies 
Act, 1929) a holding company had to annex to its Balance Sheet a 
statement, signed by the persons rec|uired to sign the Balance Sheet 
(of the holding company), showing how the profits and losses of the 
subsidiary companies had been dealt with for the purposes of the 
accounts of the holding company. Also, if the auditors of any 
subsidiary coin|3aiiy had qualified their report, such qualification had 
to be stated. It was becoming more and more common for a " Consoli¬ 
dated Balance Sheet,'' showing the position of the undertaking as a 
single body, and less commonly a “ Consolidated Profit and Loss 
Account ” to be set before the members of the holding company, but 
there was no statutory necessity to do so. Such statements were 
usually the subject of some sort of rej)ort by the auditors of the holding 
company, but such report, again, was non-statutory. 

Under the 1948 Act every holding company (with stated exceptions) 
is under an obligation to lay group accounts before its members 
(S. 150) at the same time as its own accounts. These accounts are 
normally to consist of a Consolidated Balance Sheet and a Consolidated 
Profit and Loss Account (S. 151), but some latitude is allowed if the 
directors consider that some other method is preferable (S. 151 [2]), 
and the group accounts may be wholly or partly incorporated in the 
holding company's own accounts (S. 151 [3]). Consolidated accounts, 
if prepared, must comply with the provisions of the Eighth Schedule, 
Part II. The }n’e])aration of consolidated accounts is a subject of 
gTeat and still growing importance, and (except in simp)lc cases) often 
involves accounting j)roblems of great difficulty. The subject is too 
large to be dealt with in full detail in this treatise, but the legal require¬ 
ments, together with some simple illustrations, will be found set out in 
Chapter XIII. For a somewhat fuller description the reader is 
referred to the Author’s Accountinf^, 

We will now return to amalgamations proper. 

lllusiration. —Jncliiquin.s, Ltd., and Uprichards, Ltd., agreed to amalgamate. 
A new company, Soleil d'Or, Ltcl., was registered to lake over the combined 

undertaking as on January t, itj _ ;\fter negotiation, the assets and liabilities 

of the two companies were revalued, and agreed as set out in the following 
revised Palance Sheets. 


Inchiquins, Ltd. 

BALANCE SHEET. DECEMBER 31. 19. . 


Issued Capital :— 

150,000 Ordinary Shares of £i 
each, fully paid . 

Sundry Creditors 
Reserve Account 
)*roAt and Loss Account (undis¬ 
tributed balance) . 


c 

s. 

d. 


£ 

s. 

d. 




Freehold Factory . 

96,842 

0 

0 




Machinery and Plant 

24.485 

0 

0 

150,000 

0 

0 

Motor Lorries. 

1 4,271 

0 

0 

17,815 

0 

0 

Stock ..... 

21,325 

0 

0 

10,000 

0 

0 

Sundry Debtors 

21,842 

1 0 

0 




Cash at Bank 

14.050 

0 

0 

5,000 

0 

1 0 





£182,815 

0 1 

iV 


£182,815 

0 

0 
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Uprichards, Ltd. 

BALANCE SHEET. DECEMBER 31. 19... 



£ 

s. 

d. 


£ 

s. 

d. 

Issued Capital:— 




Freehold Warehouse 

32,741 

0 

0 

50.000 Ordinary Shares of £i 




Machinery and Plant 

12,930 

0 

0 

each, fully paid . 

50,000 

0 

0 

Patents .... 

2,000 

0 

0 

Sundry Creditors 

8,000 

0 

0 

Stock . 

9,000 

0 

0 

Profit and I..OSS Account (undis¬ 




Sundry Debtors 

10,889 

0 

0 

tributed balance) . 

10,000 ; 

0 

0 

Cash at Bank 

440 

0 

0 


i £68,000 1 

1 « 

1 

0 


j /,68,ooo 

0 

0 


The capital of the new company on the basis of the above revised Balance 


Sheets wdll be as follows :— 

Total Assets. 

Liabilities. 

Net Assets. 


£ 

i 

£ 

Inchiquins, Ltd. . 

182,815 

17.815 

165,000 

Uprichards, Ltd. 

68,000 

8,000 

60,000 


Capital of the newr company - 

;£225,ooo 


The capital of the new company, issued as fully paid, will be divided as 
show’n above. This means that the shareholders of Inchiquins, Ltd., will 
receive eleven new shares for every ten old shares held, and the shareholders 
of Uprichards, Ltd., will receiv'e six new shares for every five old shares held. 
In actual practice, fractions generally arise that cannot be accurately allotted. 
These shares are therefore sold by the Licpiidator, and the proceeds divided 
proportionately amongst the shareholders entitled to the fractions incapable 
of allotment. An alternative method is to issue fractional certificates. For 
example, if a shareholder is entitled to one-quarter of Vi £i share, a fractional 
certificate is issued to him with 5.T. credited as paid up. This can either be paid 
up in full by the recipient or sold. 

Sometimes arrangements are made wdth one or more of the shareholders 
who agree to purchase all fractions. The individual shareholders are then 
given provisional ** fractional certificates (carrying no dividend or voting 
rights) which, if presented within a given time, with other fractions to complete 
a w'hole share, will be exchanged for a share certificate. This practice obviates 
the issue of “ partly paid ” share certificates. 

The initial Balance Sheet of the new company, Soleil d’Or, Ltd., will 
appear as follows:— 


Soleil d'Or. Ltd. 


BALANCE SHEET, JANUARY i, 19... 



£ 

s. 

d. 


i 

5. 

d. 

Capital:— 




Freehold Factory and Warehouse 
Machinery and Plant 

129,.583 

0 

0 

issued: 225,000 Ordinary 




37.415 

0 

0 

Shares of £x each, fully paid 

225,000 

0 

0 

Patents .... 

2,000 

0 

0 

Sundry Creditors 

25 , 8*5 

0 

0 

Motor Lorries. 

4.271 

0 

0 





Stock ..... 

30.325 

0 

0 





Sundry Debtors 

32,731 

0 

0 





Cash at Bank 

14,490 

0 

0 


£250.815 

T 

0 


£250,815 

0 

0 


Note .—The fixed assets are stated at cost price to the new company. 
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Absorption. —The absorption of one company by another is to all 
intents identical with the amalgamation of two companies, except that, 
in the latter case, a new company is usually formed to purchase the 
assets of the amalgamating companies. When an absorption takes 
place, the larger company—the absorbing company—actually has or 
creates sufficient unissued capital to issue shares in satisfaction of the 
agreed purchase price of the undertaking absorbed. The policy of 
absorption has been extensively practised in the banking world, the 
objects being to extend operations, to eliminate competition, and to 
secure economy in working expenses. Absorption involves either a 
profit or a loss to the company absorbed, according to whether the 
price paid by the purchasing company for the assets of the vendor 
company is greater or less than the values at which those assets stand 
in the books of the vendor. 


Illustration. —Chatenays, Ltd., agreed to absorb the business of Dicksons, 
Ltd., as on December 31. ly.... Chatenays agreed to discharge Dicksons' 
liabilities, to pay the expenses of absorption (£2,000), and to take over the 
assets at their Balance Sheet values. The purchase price was to be satisfied 
by the issue of twelve £i shares in Chatenays, Ltd., for every share oi £10 
in Dicksons, Ltd. The Balance Sheets of the two companies w'ere as 
follows:— 


Chatenays, Ltd. 


BALANCE SHEET, DECEMBER 31, 19... 


Capital :— 

Nominal: 400,000 
Ordinary Shares 
of 41 each 

Issued: 200,000 

Shares of £1 each 
Reserve Account 
Sundry Creditors 



. c "' 

5. 

d. 


7. 

5. 

d. 





Freehold Warehouse 

78,oof) 

0 

0 





Machinery and Plant 

i 57,«62 

0 

0 





Goodwill .... 

I 30,000 

0 

0 

Aoo.ooo 




Stock ..... 

1 21,420 

0 

0 





Sundry Debtors 

1 39»238 

0 

0 

Ordinary ; 


1 

1 

Cash at Bank 

12,480 

0 

0 


200,(KK) 

1 0 

1 0 

Profit and Loss Account (Bal¬ 

1 




30,000 

I 0 

0 

ance . 

1 5,000 

0 

0 


14,000 

0 

0 






£244,000 

1 ^ 

0 


j£244.ooo 

0 

0 


Dicksons, Ltd. 


BALANCE SHEET, DECEMBER 31. 19... 


Capital:— 

10,000 Ordinary Shares of £xo 
each .... 
Sundry Creditors 
Bills Payable .... 


£ 

s. 

d. 

xoo,<x>o 

0 

0 

12,462 

0 

0 

9,538 

0 

0 

£122,000 

0 

0 


Freehold Facto^ . 
Machinery and Plant 
Stock 

Sundry Debtors 
Cash at Bank 


i 

5. 

d. 

45,500 1 

0 

0 

29,864 

0 

0 

19,434 1 

0 

0 

18,462 1 

0 

0 

8.740 i 

0 

0 

£122,000 

0 

0 

















468 

HIGHER BOOK-KEEPING AND ACCOUNTS 


The 

necessary entries in 1 

:h( 


books of Chatenays, Ltd., are 

as 

follows 

— 








] 

LEDGER. 


I 


Sundry 

Assets. 

I 

Db. 





Cr 


19... 


i 

5. 

d. 

£ *. 

d. 

Dec. 31 To 

Balance of Sun* 







dry Asset Ac- 







counts of old 







company as i>er 







Balance Sheet 







(other than cash 







and good will, 







but including 







Profit and Loss 







Account) V 

201,520 

0 

0 



>. 3 Z f* 

Sundry Assets, 







Dickons, Ltd. T. 







(other than cash) 2 

113,260 

0 

0 

i 




£3x4.780 

0 

0 

1 

1 

1 


3 

Shark Capital Account. 

3 

Dr. 





Cr 




£ 

s. 

d. 

1 

19... £ s. 

d. 






Doc. 31 By Balance . V 200,000 0 

0 






„ 31 „ i2o,o(>o .Shares, 







issued as fully 







paid as pur- 







chase price of J. 







Dicksons. Ltd. 2 220,000 0 

0 






j » 1 j £320.000 0 

0 

5 


Reserve 

Account. 

5 

Dr. 





Cr 



I 

£ 


d. 

|l r 

19... |l £ s. 

d. 


I 


* 1 ' 


Dec. 31 By Balance . V !l 30,000 0 

:! 

0 

7 


Goodwill 

Account. 

7 

Dr. 





Cr 


19... 


£ 

5. 

d. 

1 £■ 

d. 

Dec. 31 To 

Balance (Chate- 




; 



nays) . V 

30,000 

0 

0 

j 


.. 31 M 

Dicksons, Ltd. . J. 2 

20,000 

0 

0 

1 




£50,000 

0 

0 



9 


Sundry 

Creditors. 

9 

Dr. 





Cr. 




£ 

5. 

d. 

1 

19... £ s. 

d. 






Dec. 31 By Balance (Chate- 







nays) V 24,000 0 

0 






» 3 x »• Sundries (Dick- J. 







sons) . 2 22,000 0 

0 






£36,000 0 

0 
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LEDGER — continued. 


XX 

Dicksons, Limited. 

XX 


Dr. Cr. 


19... 


J. 

£ 

1 

s. 

1 

d. 

19... 


J. 

£ 

s. 

d. 

Dec. 31 

To Fully Paid Shares 

2 

120,000 

0 

0 

Dec. 31 

By Sundry Assets . 

2 

122,000 

0 

0 

>» 3 z 

„ Sundry Liabili- 





M 31 

„ Goodwill Ac- 






ties 

2 

22,000 

0 

0 


count . 


20,000 

0 

0 




£142,000 

0 

0 




£142,000 

0 

0 


13 Absorption Expenses Account. 13 

Dr. Cr. 


X9... 


J. 

£ 

s.U. 




£ 

s. 

Dec. 31 

To Cash 

2 

2,000 

oj 0 







15 CASH HOOK. 15 

Dr. Cr. 


19... 




J 


19... 


J. 

i ^ 

S, 

d. 

Dec. 31 

To Balance 

V 

12,480 

0 { 

0 

Dec. 31 

By Absorption Ex- 



». 31 

„ Cash (Dicksons, 
Ltd.) 


8,740 

0 

0 

M 3. 

penses 

„ Balance carried 

2 

1 2,000 

0 

0 





down 

V 

|! I9f220 

0 

0 




£21,220 

!o 

0 




£21,220 

0 

0 

19 .. 
Dec. 31 1 

1 To Balance brought 











j down 


1 Z9.220 

0 

0 




i l_ __ 


|_ 


Chatenays, Ltd. 

2 JOURNAL. 

Dr. Cr. 


19... 



£ 

5. 

d. 

£ 

s. 

d. 

Dec. 31 

Sundries :— Dr. 








Freehold Factory ..... 

I 

45»500 

0 

0 





Machinery and Plant ..... 

I 

29,864 

0 

0 





Sundry Debtors ..... 

I 

18,462 

0 

0 





Stock ....... 

X 

Z 9»434 

0 

0 





Cash at Bank ....... 

15 

8,740 

0 

0 





To Dicksons, Ltd. ..... 

For the assets taken over as per agreement, dated 

XX 



122,000 

0 

0 



December x8, ig... 








31 

Dicksons, Ltd. ..... Dr. 

II 

120,000 

0 

0 




To Share Capital Account .... 

Being 120,000 shares of £x each issued as fully paid 

3 




120,000 

0 

0 



to the shareholders dif Dicksons, Ltd., as pur¬ 
chase price of the company’s undertaking as per 









agreement, dated December 18, 19... 








•> 31 

Absorption Expenses Account . Dr. 

»3 

2,000 

0 

0 





To Cash ....... 

Being costs of absorption to be written off over 

L'i 




2,000 

0 

1 0 


three years. 








»> 31 

Dicksons, Ltd. ..... Dr. 

Zl 

22,000 

0 

0 1 




To Sundry Creditors ..... 

9 



12,462 

0 

0 


I „ Bills Payable ...... 

For discharge of these liabilities taken over as per 

9 




9.538 

0 

0 


agreement, dated December 18, 19... 








» 31 

Goodwill Account ..... Dr. 

7 

20,000 

0 

0 




To Dicksons, Ltd.. 

Being amount represented by goodwill included in 

XI 



20,000 

0 

0 




the purchase. 
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Note .—If the Balance Sheet is laid before a General Meeting, details of the bases of valuation of fixed assets, etc., must be given. 






Reconstruction, Amalgamation, Absorption. —These terms, often 
employed somewhat loosely, appear to confuse some students. It 
may be useful, therefore, briefly to recapitulate the chief signification 
of the tenns. It may be pointed out in this place, that a limited 
company has no implied power to promote or acquire other companies, 
or to dispose of its undertaking unless such power exists under the 
Memorandum, although, upon liquidation, the liquidator has such power. 

Reconstruction ,—This term usually, but far from invariably, 
indicates that trading losses and financial stringency have compelled 
the company to re-value, or write off, some of its assets, and to reduce 
its capital to a like extent. 

Amalgamation ,—^This term usually means that all the companies 
entering into the combination have been liquidated, and that the 
amalgamated assets have been purchased by a new company formed 
for the purpose. 

Absorption ,—This term indicates that a stronger has purchased or 
absorbed a weaker company, shares in the stronger or absorbing com¬ 
pany being allotted to the shareholders of the company absorbed in 
satisfaction of the purchase price of the absorbed company's assets. 

None of the above terms have any precise legal significance, not¬ 
withstanding that they are in common use. 

Dissentient Shareholders. —In a reconstruction or amalgamation it 
frequently happens that the assets of the old company are sold for 
shares in the new. But a shareholder may be unwilling to accept such 
shares, especially if, being only partly paid, they involve liability for 
calls. He is protected by S. 287 (where the scheme is under that 
section) of the Act of 1948. Provided that he has not voted in favour 
of the resolution giving the liquidator power to sell the assets for shares, 
he may by notice in writing, addressed to the liquidator and left at the 
registered office of the company, within seven days after the passing 
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of the resolution, require the liquidator either to refrain from carrying 
the resolution into effect or to purchase his interest at a price to be 
fixed by agreement or arbitration. The Articles cannot deprive him of 
this right. If the liquidator elects to purchase the dissentient share¬ 
holder's interest he must pay the price before the company is dissolved. 

If the resolution to sell for shares is not sanctioned by the Court, 
and an order for winding-up the company is made within a year, the 
special resolution authorising the scheme will not be valid. Where 
there is any possibility of this occurring, the liquidator should apply 
for a supervision order. 

If the Memorandum contains the necessary power (as it usually 
does), a company may sell its undertaking for shares before it goes into 
liquidation; but it cannot divide the proceeds until wound-up. 
Distribution of capital can be made only in a winding-up, or by Order 
of the Court under S. 208. 

Where an application has been made to the Court under S. 206 
(see p. 454) for the sanctioning of a compromise or arrangement 
between a company and its members and/or creditors, and it is shown 
that the compromise or arrangement has been proposed for the purposes 
of or in connection with a scheme for the reconstruction of any com¬ 
pany or companies or the amalgamation of any two or more companies, 
and that under the scheme the whole or any part of the undertaking 
or the property of any company concerned in the scheme {ix, a trans¬ 
feror company) is to be transferred to another company {i.e, a trans¬ 
feree company) the Court may make provision for all or any of the 
following matters:— 

{a) the transfer to the transferee compajiy of the whole or any 
part of the undertaking and of the property or liabilities of any 
transferor company; 

(6) the allotting or appropriation by the transferee company of 
any shares, debentures, policies, or other like interests in that com¬ 
pany which under the compromise or arrangement are to be allotted 
or appropriated by that company to or for any person; 

(c) the continuation by or against the transferee company of any 
legal proceedings pending by or against any transferor company; 

(d) the dissolution, without winding up, of any transferor 
company; 

(e) the provision to be made for dissentients; 

(/) such other matters as are necessary to secure that the recon¬ 
struction or amalgamation shall be fully and effectively carried out 
(S. 208 [i]j. 

The order of the Court itself effects the transfer of any property or 
liabilities specified, without further formality (S. 208 [2]). A copy 
of the order must be registered with the Registrar of Companies within 
seven days after the making of the order (S. 208 [3]). 

Where a scheme or contract involving the transfer of shares or any 
class of shares in a transferor company to a transferee company has 
within four months after the making of the offer in that behalf by the 
transferee company been approved by the holders of not less than 
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nine-tenths in value of the shares affected, the transferee company 
may, at any time within two months after the expiration of the said 
four months, give notice in the prescribed manner (statutory forms are 
prescribed) to any dissenting shareholder that it desires to acquire his 
shares, and where such a notice is given, the transferee company shall, 
unless on an application made by the dissenting shareholder within 
one month from the date on which the notice was given the Court 
thinks fit to order otherwise, be entitled and bound to acquire those 
shares on the terms on which under the scheme or contract the shares 
of the approving shareholders are to be transferred to the transferee 
company (S. 209 [1]). 

Where a notice has been given by the transferee company under the 
above provision, and the Court has not ordered to the contrary, the 
transferee company shall, on the expiration of one month from the 
date on which the notice has been given, or, if an application to the 
Court by the dissenting shareholder is then pending, after that applica¬ 
tion has been disposed of, transmit a copy of the notice to the transferor 
company and pay or transfer to the transferor company the amount 
or other consideration representing the price payable by the transferee 
company for the shares which by virtue of this section that company 
is entitled to acquire, and the transferor company shall thereupon 
register the transferee company as the holder of these shares (S. 209 [3]). 
Any sums so received by the transferor company must be paid into a 
separate banking account, and the consideration be held in trust for 
the persons entitled thereto (S. 209 [4]). In this section the expression 
dissenting shareholder includes a shareholder who has not assented 
to the scheme or contract aiid any shareholder who has failed or refused 
to transfer his shares in accordance with the scheme or contract (S. 209 [5]). 

Relief from Capital and Transfer Stamp Duty in case of Reconstruc¬ 
tion or Amalgamation of Companies.— S. 55, Finance Act, 1927, as 
amended by S. 31, Finance Act, 1928, and S. 36, Finance Act, 1930, 
provides relief, subject to certain conditions, from stamp duty on the 
capital of the company taking over the business. 

Conversion of Business into Limited Company.—The advantages 
accruing from the conversion of a private business into a limited 
company have already been considered (see p. 262). A company is a 
separate entity, therefore the conversion must be treated as a sale to 
an outside party, notwithstanding that no actual change may take 
place in the management. 

The first step in a conversion is to fix the nominal capital for regis¬ 
tration. A margin of unissued capital, beyond present needs, should 
be left for future expansion. The date of the sale, the amount of the 
goodwill (if an^?^), the advisability of revaluing any of the assets, the 
payment of the liabilities, the purchase consideration, and the method 
of its discharge must also be decided. Since ad valorem duty will be 
charged on the book debts, if taken over, it is more usual for the 
vendors to retain them and to discharge the liabilities. This can be 
done without disturbing the business, if the new company acts as agent 
for the vendor in collecting the debts and paying the liabilities. The 
0 



474 HIGHER BOOK-KEEPING AND ACCOUNTS 

latest Balance Sheet of the business almost invariably forms the basis 
for the conversion, subject to any adjustment of book values, or the 
creation of a Goodwill Account, if deemed desirable. 

Illustration. —Messrs. L. and R. Uprichard decide to convert their business 

into a limited company on December 31, 19_ Prolits are shared as to three- 

hfths and two-fifths respectively. The necessary preliminaries for the formation 
were taken, and the Company was registered as “ Uprichards, Ltd./* to take 
over the business as on January i in the following year. The capital was 
fixed at 100,000 shares of each. The book values of the assets were accepted 
by the Company, except that Freehold l^ropcrty was to be revalued at £38,850 
and I’atents at £500. The Company was to collect the book debts and pay the 
liabilities of the old firm. Any difference between these amounts was to be 
paid in cash by the vendors to the Company. The purchase price of the 
business was to be satisfied by the allotment of fully paid shares to the vendors. 
The price of the Goodwill was agreed at £15,000, payable in fully paid shares. 

The Book Debts were collected in full and the liabilities satisfied on 
January 31. 

The Balance Sheet of L. and R. Uprichard, as on the date of sale, was as 
follows:— 

L. & R. Uprichard. 

B.\LANCE SHEET, DECEMBER 31, 19... 


Capital:— 

L. Uprichard 
R. Uprichard 

Sundry Creditors 
Bills Payable . 


Uprichards, Ltd. 
6 


' l^rocbold Property 
Machinery and PI. 
Patents 
Stock 

Sundry Debitors 
Cash at Bank 



i 

5. 

d. 

y . 

35.250 

0 

0 

.int 

10,640 

0 

0 


1,500 

0 

0 


7,760 

0 

0 


14,640 

0 

0 


X.415 

0 

u 


£71,205 

0 

1 ° 


JOURNAL. 


19... 
Dec. 31 

Sundry Assets ...... Dr. 

To Vendors . 


£ 

s. 

'u. 

£ 

s. 

d. 

13 




59,165 

0 

0 


Freehold Property 

Machinery and Plant ..... 

I 

3 

38,850 

10,640 

0 

0 

0 

0 





Patents. 

5 

500 

0 

0 





Stock. 

7 

7,760 

0 

0 






C.B. 








Cash at Bank. 

21 

1.415 

0 

0 





Being assets of the firm taken over at agreed prices 








per Contract for Sale, dated December 15, 19... 



1 





.. 31 

Goodwil Account ..... Dr. 

XI 

1 15,000 

1 

0 




To Vendors. 

Being agreed purchase price of the Goodwill as per 

! 



15,000 

0 

0 




Contract for Sale. 








f. 31 

Vendors ....... Dr. 

13 

74,165 

0 






To Share Capital Account .... 

Being 74,165 shares of £i each issued as fully paid 

15 



i 

74,165 

0 

0 


in discharge of the pu^ase price of the business. 









LEDGER. 

Freehold PRorEKTY. 
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Dr. 


19-.. 
Dec, 3X 


Patents Account. 


Dr. 


Dr. 


Stock. 


19... 

Dec. 31 


To Sundries 


Ck. 



J. 

£ 

5. 

R 



1 

£ 

s. 

To Sundries 

6 

10,640 

0 

1 



1 




d. 


Cr. 


19... 


J. 

£ 

s. 

d. 




£ 

s. 

d. 

Dec. 31 

To Sundries 

6 

SCO 

0 

0 








Cr. 


J. 

£ 

s. 

d. 




£ 

5. 

d. 

6 

7.760 

0 

0 








II 

Dr. 


rg... 
Dec. 31 


Goodwill Account. 


xz 

Cr. 



J. 

I c 

s. 

d. 



£ 

$. 

d. 

To Vendors 

6 

15,000 

0 

0 







13 Vendors* Account. 13 

Dr._ _ __ ___ 



J. 

£ 

s. 

d. 

19... 


J. 

£ 

s. 

d. 

To Share Capital Ac- 





Dec. 31 

By Sundry Assets . 

6 

59,165 

0 

0 

count. 

64 

74.165 

0 

0 

.. .31 

„ Goodwill 

6 

15,000 

0 

0 

To Cash— 





Jan. 31 

„ Cash re Debtors . 

21 

14.640 

0 

0 

Creditors . 

21 

10.685 

0 

0 

>. 31 

„ Cash, Balance due 

21 

565 

0 

0 

Bills 

21 

4.520 

0 

0 









£89.370 

0 

0 




£89.370 

0 

0 


15 Share Capital Account. 15 

Dr. Cr. 




£ 

1. 

d. 19... 


J. 

£ 

5. 





Dec. 31 

By Vendors 

6 

74.165 

0 


CASH BOOK. 21 


Dr. 


Cr. 


jg... 
Dec. 31 
Jan. 31 


*> 3X 


To Balance 
,, Vendors, book 
debts of old firm 
coUectcd 

„ Vendors, Balance 
due per agree- 
ineiit 


19... 

Dec. 31 


To Balance brought 
down. 


J. 

£ 

s. 

d. 

19... 



£ 

5. 


6 

1,415 

0 

0 

Jan. 31 

By Vendors, Cash 









paid to Sundry 
Creditors of old 





13 

14.640 

0 

0 


firm 

13 

10,685 

0 

0 



., 31 

„ Vendors, Bills 










Payable met for 





13 

565 

0 

0 


old firm . 

13 

4.520 

0 

0 




„ Balance carried 









down 

V 

1.415 

0 

0 


£16,620 

0 

0 




£16,620 

0 

0 

v 

x. 4»5 

0 

0 
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The initial Balance Sheet of the new company would appear as follows:— 
Uprichards, Ltd. 


BALANCE SHEET. JANUARY i. 19... 



£ 

s. 

d. 


£ 

5. 

d. 

Capital:— 




Goodwill at cost 

15,000 

0 

0 

Nominal: xoo.oou shares 




Freehold Property at cost 

38,850 

0 

0 

of £1 each . . £xoo,ooo 




Machinery and Plant at cost 

10,640 

0 

0 

-- 




Patents at cost .... 

500 

0 

0 

Issued: 74.165 shares of £i each . 

74.^65 

0 

0 

Stock. 

7,760 

0 

0 





Cash at Bank .... 

X, 4 X 5 

0 

0 


£74.165 

0 

0 


f74.i65 

0 

0 


The books of the old firm would be closed by means of a Realisation Account 
as follows:— 


18 


JOURNAL. 


Dr. 


Cr. 


19... 



i 

5 . 

d. 

£ 

5. 

J. 

Dec. 31 

Realisation Account .... Dr. 

14 

56,565 

0 

0 




To Sundries ;— 

Freehold Property. 

Machinery and Plant ..... 

2 

i 



35,250 

0 

0 



4 




xo ,640 

0 

0 


Patents. 

6 




1,500 

0 

0 


Stock . 

8 




7,760 

0 

0 


Cash at Bank ...... 

26 




1,415 

0 

0 


Being book value of the assets sold to the com- 









pany as per Contract for Sale dated December 
15, 19 •• 








„ 31 

Uprichards, Ltd. ..... Dr. 

24 

74,*65 

0 

0 




To Realisation Account .... 

X 4 




74,165 

0 

0 


Being the agreed purchase consideration for sale 







of the business as per contract dated December 
15, 19 • 








» 3X 

Shares in Uprichards, Ltd. . Dr. 

16 

74,165 

0 

0 




To Uprichards, Ltd. 

Being 74,165 shares of £i each issued as fully 

24 




74,165 

0 

0 



paid in discharge of the purchase price of the 
business. 








31 

Realisation Account .... Dr. 

14 

X 7,600 

0 

0 




To L. Uprichard ...... 

xo 




10,560 

0 

0 


„ R. Uprichard ...... 

12 




7,040 

0 

0 


Being respective shares of the partners in the 



j 






profit resulting from the sale of the business. 



1 





f, 31 

Sundries Dr. 








To Shares in Uprichards, Ltd. 

L. Uprichard ...... 

R. Uprichard ...... 

x6 




74,165 

0 

0 


xo 

46,899 

0 

0 




12 

27,266 

0 

0 





For division of the purchase consideration for the 


! 







sale of the business. 








Jan. 31 

Sundry Creditors.Dr. 

xB 

10,685 

0 

0 




Bills Payable.Dr. 

22 

4,520 

0 

0 





To Uprichards, Ltd. 

Being sundry liabilities paid by the company as 

24 




15,205 

0 

[ 

0 


per Contract for Sale. 








„ 31 

Uprichards, Ltd. ..... Dr. 

To Sundry Debtors. 

24 

14,640 

0 

0 




20 




14,640 

0 

u 


Being book debts of the firm collected by the 








company as per Contract for Sale. 








.* 31 

Uprichards, Ltd.Dr. 

To L. Uprichard. 

24 

565 

0 

0 





10 




339 

0 

0 


„ R. Uprichard. 

Z2 




226 

0 

0 


Being cash paid by partners individually in ratio 
of 3:2 to company to discharge excess of 
liabilities over debtors as per Contract for Sale. 


i 1 
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LEDGER. 

Freehold Property. 




c 

s. 

d. 

19... 


J. 

i 

s. 

To Balance 

V 

35.250 

0 

0 

1^. 31 

By Realisation Ac¬ 
count 

xR 

35.250 

0 


Machinery and Plant. 




L 

5 . 

d. 

xg... 


J. 

1 

5. 

To Balance 

V 

10,640 

0 

0 

Dec. 31 

By Realisation Ac¬ 
count 

x8 

10,640 

0 


Patents. 




1 

a. 

d. 

19... 


J. 

£ 

s. 

To Balance 

V 

1.500 

0 

0 

Dec. 31 

By Realisation Ac¬ 









count 

x8 

x,5oo 

0 


iq... 



c 

5 . 

d. 

19... 


: 

J. 

FT' 

s. 

d. 

Dec. 31 

To Balance 

V 

7,760 

0 

0 

Dec. 31 

By Realisation Ac¬ 












count 

x8 

i 7.760 

I 1 

0 

0 


I,. Uprichard, Capital Account. 


Dec. 31 To Shares. 


U:4M99 O o 




£ s. d. 

By Balance 

V 

36,000 0 0 

„ Share of l^ofit on 

J. 


Sale of Business 

x8 

10,560 0 0 

„ Uprichards, Ltd.. 

18 

339 0 0 



£46,899 0 0 


R. Uprichard, Capital Account. 



J. 

£ *• 

d. 

19... 



£ s. 

31 

To Shares. . x8 

27,266 0 

0 

Dec. 31 

By Balance 

V 

20,000 0 





>» 3 X 

„ Share of Profit on 

T. 







Sale of Business 

x8 

7,040 0 





Jan. 31 

„ Uprichards, Ltd. 

x8 

226 0 



£27,266 0 

0 




£27,266 0 
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14 Realisation Account. 14 

Dr. Cr. 


19... 


T. 


s. 

d. 

19... 


J. 

£ 

s. 

d. 

Dec . 3 t 

.. 31 

To Sundry Assets 
„ Balance carried 

18 

56,365 

0 

0 

Dec. 31 

By Purchase Price . 

18 

74,165 

0 

0 

down, being pro¬ 
fit on sale of the | 
business 


17,600 

0 

0 


1 









£74,165 

0' 

0 




£74,165 

0 

0 

19... 

1 




! 

19... 






Dee. 3 X 

To L. Uprichard, ?ths 

x8 

10,560 

0 

0 

Dec. 31 

By Balance brought 

V 


0 1 


.» 3 t 

„ R. Uprichard, r;ths 


7,040 

0 

1 0 


down 

17,600 


0 




£17,600 

0 

7 

1 



1 

£'17,600 

i 

0 


16 Shares in Uprichards, Ltd. 16 

Dr. Cr. 


19... 

j 

J. 

£ 1 

1 s. 

d. 

19... 


.1. 


J 

d. 

Dec. 31 

To 74,165 fully paid 



1 


Dec. 31 

By L. Uprichard 

18 

46.899 

0 

0 

shares of £i each 

18 

74,165 

0 

0 

„ 31 

„ R. Uprichard 

18 

27,266 

0 

0 




£74,165 

0 

0 




£74,165 

J 

0 

F 


x8 


Sundry Creditors. 


x8 


Dr. 


Cr. 



J. 

£ 

5. 

d. 19 ’■■ 



£ 

.V.! d. 

To Uprichards, Ltd. . 

18 

10,685 

j 0 

1 

0 Dec. 31 

By Balance 


10,685 

0 j 0 


20 Sundry Debtors. 

Dr. 


20 


Ck. 


19.. 





£ 

1 s. 

d. 

19... 


J. 

71 : 

. 31 

To Balance 


14,640 

° 1 

0 

Jan. 31 

By Uprichards, Ltd. 

18 

14,6401 0 


22 Bills Payable. 22 

Dr. Cr. 


19... 

Jan. 31 j To Uprichards, Ltd. 


^ i 

5. 

\d. 

19... 

1 By Balance 

1 ^ 

£ 

s. 

\d. 

4,520 

0 

L 

Dec. 31 



4,520 

0 

0 
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LEDGER— continued. 

*4 Upricharus, Ltd. 24 

pR. Cr. 


1 


J. 


s. 

1 

d. 

19 ■ 


J. 

iC 

1 

s.] 

d. 

pec. 31 1 

To Purchasic Price. 

iH 

74 , *65 

0 

0 

Dec. 31 

By Fullv Paid Shares 

18 

74,165 

0 

0 

|an. 31 1 

„ Sundry Debtors . 

18 

14,640 

0 

0 

Jan. 31 

„ Sundry Creditors 

i« 

10,68 s 

0 

0 

II 

„ Balance carried 





.1 3 » 

„ Bills Payable 

18 

4,520 

0 

0 


down 

V 

565 

0 

0 










£89,370 

0 

0 




£89,370 

0 

0 

ic)... 





1 

19... 



1 

r" 


Jan. 3 J 

To Sundries . . ! 

18 

565 

0 ! 

0 

Jan. 31 

By Balance brought 


1 

! 



1 

! 



1 

i 



1 down 

V 

i 

j 565 

0 

0 


26 


CASH BOOK. 


26 


Dr. Cr. 




1 

s. 

d. 

19... 


J. 

7 " 

5 . 

To Balance 


! M15 

0 

0 

Dc^c. 31 

By Realisation Ac¬ 


1 




1 

i 


1 


count 

x 8 

1,415 

0 


Where an arrangement is made for the purchasing company to 
collect the debts and pay the liabilities, as agent for the vendors, it 
is undesirable for the company to enter these items in their books, 
except by way of memoranda, until cash hcxs passed. Separate columns 
may be kept in the Cash Book, or a separate Cash Book be used, to 
record the receipts and payments on behalf of the vendors, the indi¬ 
vidual items being x>osted to the old personal accounts, handed over 
for the purpo.se. The totals can be posted periodically to the vendors* 
account, thus showing the balance due to or from them. Bad Debts 
and Discounts, allowances, etc., are thus automatically adjusted 
through the vendors’ account, and the books of the company itself 
.show the true position, i,e, that they are doing .something for the 
vendors, with whom they have a personal account. The entries set 
out on pp. 474-479 are those which should theoretically be made in the 
two .sets of books. In {practice, however, in a ca.se where the business 
continues unchanged except in its legal form and the shareholders in 
the company are the same persons as the previous partners, it is 
probable that the same set of double-entry books will be continued in 
use. Since the assets and liabilities will for the most part be un¬ 
affected by the change of constitution it would be permissible in such 
a case to save some time and labour by making a " short cut,'* making 
no entries in those accounts which under the new constitution open 
with the same balances as the original balances in the ledger. It is 
clear, for instance, that no one would dream of closing all the accounts 
in the Purchases and Sales Ledgers and oj^ening new ledgers for these, 
and the same principle may be extended to the asset accounts in the 
nominal Ledger. In such a case the books are regarded as a record 
of the transactions of the business (as a whole), including those arising 
both before and after the conversion. The old Cash Book must, of 
course, be balanced off and closed, and a new one opened, but this will 
probably be in the original book; apart from this the only ledger 
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accounts which are necessarily affected, and in which entries must be 
made, are those dealing with the partners* capital and current accounts 
and the like on the one hand, and the company's share capital on the 
other. 

Dealt with in this way, the entries recording the conversion 
illustrated on p. 474 but assuming that the debtors and creditors were 
taken over by the company and that no cash was paid to or by the 
partners, would be as follows:— 

L. & R. Uprichards and Uprichards, Ltd. 

6 JOURNAL. 




c 

T.T 7 

£ 

s. 

Sundzy Assets. 

Dr. 





To Conversion Account . 


4 


18,600 

0 

„ Freehold Property . 


I 3 , 6 oo 

0 0 



„ Goc>dwiU . . . . 


3 15.000 

0 0 



1 Book value of assets written up on conversion to 





limited company. 






Conversion Account . . . . 

. I>r. 

4 1 ,ooo 

0 0 



To Patents . . . . . 


2 ! 


1,000 

0 

Book value of patents written down. 








C.B. 




Company’s Bank Account 

. Dr. 

22 1,415 

0 0 





C.B. ! 




To Firm’s Bank Account 

• 

21 


>.415 

0 

Conversion Account . . . . 

. I>r. 

4 17,600 

0 0 



To L. Uprichards , . . . 


5 


10,560 

0 

„ R. Uprichards . . . . 


6 


7.040 

0 

Book profit on conversion shared between the part- | 


t 



i ners in their profit-sharinp ratio. 


; 




Partners’ Capital Accounts 

Dr. 

i 




L. Uprichards . . . . 

. 

5 • 46,560 

0 0 ' 



R. Uprichards , . . . 


6 Ij 27,040 

0 o' 


1 

To Share Capital .... 


7 !i 

1 

73,600 

0 

Shares issued in satisfaction for transfer of net 1 

!' 

i 

. 


1 assets. 


ii 




LEDGER. 

Freehold Property. 


19... 
Dec. 31 
.. 3 > 

To Balance 
„ Conversion 
count 

Ac- 

I ,i £ i 

! y/ 35,250 M 
6 1 3,600 ( 




i; 08 . 85 o!. 

Il 1 


Cr. 

i s. d. 


Patents. 


Dec. 31 To Balance 


£ 19 -• 


!i £>.500 I O o| 


.. 1 


£ 

5 . 

31 ! By Conversion Ac- 

T. 



count 

6 

1,000 

0 

31 „ Balance carried 




down 


500 

0 



£x.5oo 

0 
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LEDGER— continued. 

3 Goodwill. 3 

D r._ _ Cr. 

19-•• £ s. d. if*, d, 

Dec. 31 To Conversion Ac- J. 

count . 6 15,000 o o 

4 CoNVKKsiON Account. 4 

Dr. Cr. 


4 CoNVKKsiON Account. 4 

Dr. Cr. 


19... 


.1. 

rr 

s. 

d. 

19 • 


J. 

£ 

i. 

d. 

Dec. 3* 

To Patents 

6 

I/KJO 

0 

0 

Dec. 31 

By Sundries . 

6 

18,600 

0 

0 


„ L. Uprichards 

6 

10,560 

0 

0 








I „ K. Uprichards 

6 

7,040 

0 

0 










£i6,(xto 


0 




£18,600 

0 

0 


5 L. lIpRicHARDS, Capital Account. 5 

Dr. Cr. 


19... 


.1. 

““'i ! 

U.i 

u 

19... 

i 


£ 

s. 

d. 

Dec. 31 

To Share Capital 

6 

46,560 

0 

0 

Dec. 31 

By Balance 

V 

36,000 

0 

0 







M 31 

„ Conversiem Ac- 

J. 









count . . 1 

6 

10,560 

0 

0 




£46,560 

0 

0 


1 

1 

1 

£46,560 

0 

0 


6 R. Uprichards, Capital Account. 6 

Dr. Cr. 


ig... 


.1. 

£ 

S .\ J . 

19 . 




£ 


d. 

Dec. 31 

' 1 0 Share Capital 

6 

27,040 

01 0 

Dec. 31 

By Balance 

• 


20,000 

0 

0 



1 

31 

„ Conversion 

Ac- 

.T. 







i 

L._|_ 


count 


6 

7,040 

0 

0 




£27,040 j 

! 0; 0 

1 ! 





£27,040 

0 

0 


7 

Dr. 


Share Capital. 7 

Cr. 



£ 

s.\ 

d. 19 -.- 


J. 

£ 

s. 

d. 




Dec. 31 

By Sundries . 

6 

73.600 

0 

0 


The initial Balance Sheet of Uprichards, Ltd., would be as follows:— 

BALANCE SHEET. JANUARY i, 19... 



£ 

a. 

1 



£ 

5. 

d. 

Capital:— 




Goodwill 


15,000 

0 

0 

Nominal: 100,000 shares 



■ 

Freehold Property 


38,850 

0 

0 

of £1 each . £100,000 



■ 

Machinery and Plant . 


10,640 

0 

0 

Issued and Fully Paid: 73,600 



■ 

Patents 


500 

0 

0 

shares of £i each 

73,600 

0 

0 

Stock 


7,760 

0 

0 

Sundry Creditors 

10,685 

0 

0 

Sundry Debtors 


14,640 

0 

0 

Bills Payable .... 

4,520 

0 

0 

Balance at Bank 


1,415 

0 

0 


£88,805 

0 

0 



£88,805 

1 

0 

0 































482 HIGHER BOOK-KEEPING AND ACCOUNTS 

Profits Prior to Incorporation.—^When a limited company is 
registered in order to purchase an established business, it is necessary 
to fix a definite date when the undertaking is to be taken over. If 
that date is after the incorporation of the company, no difficulty arises. 
The agreed date of purchase, however, is usually that upon which the 
last accounts of the business were prepared. The prospectus of the 
new company will then state, e.g. “ That the business of B. Blank & 
Sons will be taken over by the company as on January i, 19...” It 
will be clear that a period of time may elapse between that date and the 
date of incorporation of the company owing to the time required for 
carrying out the necessary formalities for the formation and registration 
of the new company. That being so, there must be two periods during 
which profits are being earned, viz. {a) prior to incorporation, and 
(h) subsequent to incorporation. The company does not exist until it 
has been legally incorporated, and obviously until it is incorporated it 
cannot earn profits. It follows, therefore, that the profits earned 
anterior to incorporation are of a capital nature, and not available for 
division, since the conipanj^ in law, takes over the assets on the date 
of incorporation, in .such a case, not on an earlier date. Any profits 
earned prior to that date result in an increase of assets, which are 
taken over as assets, i.e, they are taken as capital. 

In view of these facts, it becomes necessary to apportion the 
profits between these two periods, and that portion which accrued 
prior to incorporation should be used to reduce the purchase price of 
the business. Goodwill, if any, suggests itself as the most suitable 
item for reduction. Failing this. Land and Buildings, or similar fixed 
asset, should be credited with the amount available. If there are no 
assets that can be suitably reduced, the amount should be taken to a 
Capital Reserve Account. 

Undoubtedly, the best course to pursue would be to take stock and 
prepare accounts for the two periods. But, in the majority of cases, 
the preparation of two sets of accounts, and a double stock-taking, 
would prove too great and too expensive a task. An approximate 
apportionment of the profits as between the two periods is the usual 
compromise. Circumstances, and the nature of the business, must 
suggest the equitable basis for the apportionment. Where profits are 
evenly earned during the year, a time basis, though not very scientific, 
is reasonable. But a time basis w'ould not be justified in cases where 
the trade is a ** season trade, or varies greatly month by month. In 
such cases, the special circumstances must be taken into account. 

A method frequently adopted is to apportion the gross profit on 
the turnover of the whole period between the two periods, and to 
credit each period with the proportion of the gross profit on the sales 
belonging to it. The gross profit thus arrived at is debited with the 
charges set out in the Profit and Loss Account, apportioned on a time 
basis, or as they were actually incurred during the two periods, if 
such treatment is reasonable. In most cases, it is probably more 
scientific to confine apportionments on the “ time " basis to standing 
charges which do not vary with the turnover, treating all other items 
on their individual merits. 
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Objections can be raised to both methods, but they are approximate 
enough for practical purposes. 


Illustration i.—Dicksons, Ltd., was incorporated on March 31, 19..., and 
acquired the business of Abel Chatenay as from the previous January i. The 
accounts of the company at the close of the first year to December 31“ disclosed 
tlie following results:— 


Gross Profit for the year ....... 

Sundry Profit and Loss Charges and Expenses 
Managing Director’s Salary, Directors* Fees, and other charges 
applicable to the company only . . . 

Sales for the year ........ 

Sales, January i to March 31 . 

Sales, April i to December 31 . 

Net Profit for the year ....... 


£ 

40,000 

8,000 

4,200 

400,000 

80,000 

320,000 

30,220 


The percentage, of gross profit remained unchanged throughout the year. 
For the period January i to March 31 the proportion of gross profit 


80,000 

400,000 


of ^40,000 ^8,000. 


For the period April i to December 31 the proportion of gross profit 


320,000 

400,000 


of ^^40,000 


/32,ooo. 


The apportionment of the profits as between the two periods will then be 
arrived at as follows:— 


J'HE LIMITED COMPANY’S PI RTOD, March 31 to Dec. 31, 19... 


To Proportion of Profit and Loss 

Expenses .... #,ooo j o 
,, Expenses wholly applicable to 

the company . . 4,200 

„ Balance, boiuK profit available 

for division . . . 21,8001 o 

£32,000 j o 


By Share of Gross Profit 


sj, d. 


£32.000 I o I o 


The net profit of the complete year is £^0,220, and the proportion applicable 
to the Limited Company as shown above is £21,^00. Tliere therefore remains 
£^,^2i^, representing the capital profit which accrued prior to the incorporation 
of the company. As explained above, this sum is available in reduction of 
some suitable asset, or as a Capital Reserve. 

Illustration 2.—Blanks, Ltd., was incorporated on March 31, 19..., to 
acquire the old-established business of Uprichards & Son as on January i of 
the same year. The sales for the complete year to December 31 were ;^8o,ooo; 
the sales to March 31 were ;f2o,ooo; the sales from April i to December 31 
being ;f6o,ooo. The net profit for the year was £'20,000. 

The Capital Profit (January i to March 31) was therefore:— 


20,000 

80,000 


of £20,000 


£5,000. 


The profit available for distribution (March 31 to December 31) was:— 


60,000 

80,000 


of £20,000 


= £15,000. 


In the case of a manufacturing company, it may be advisable to base the 
apportionment of the profit between the two periods according to the volume 
and value of the sales. It may also be necessary, in such a case, to charge 
each period, as far as possible, with the various debts and charges properly 
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applicable to them. In this connection a statement should be prepared as 
under:— 


APPORTIONMENT OF PROFITS FOR THE YEAR ENDED 



1 

Prior to 


Subsequent 

Prior to 


Subsequen 


Inoor- 


to Incor 


Incor- 


to Incor- 


poration 


poration 


poration 


poration. 


£ 

5. 

d. 

£ ! s. 

d. 

£ 

5. 

d. 

£ 

s. 

Salaries, Management 






Gross l^ofit (Imsed 





Charges, General 




j 


upon sales) 33,620 

0 

0 

18,480 

0 

Charges and Depre- 











elation 

23,060 

0 

0 

7,041 0 

0 

...■ 





Bad Debts 

X,020 

0 

0 

200 0 

0 






Interest on Deben¬ 











tures 




2,300 1 0 

0 






Directors’ Fees, and 





i 





Secretary’s Salary . 




1,525 10 

0 

ii 





Advertising 

1,645 

0 

! 0 

2,4$() 1 0! 

0 

ii 





Balance earned down 

7,895 

0 

0 

4 , 934 ! 0 

0 







^33,620 1 

0 i 

0 

18,480 i 0 

17 

|L 33,620 ! 

! 0 

0 

18,480 

0 



"1 

i 


1 

! 


By Balance brought 


I 

1 

1 0 

1 


1 

1 


i 

1 


down 7,895 

j 

0 

1 4,9341 



The profit applicable to the first period, as shown in the above statement 
(;£7»895), would be carried to Reserve; the profit for the second period (^^4,934) 
being available for distribution. 


Loss Prior to Incorporation.—^The author has known a purchasing 
company to be so unfortunate as to experience a loss on trading for 
the period prior to incorporation. The effect of such a loss is to 
increase the purchase price of the business * and the amount of the loss 
must be added to a suitable asset account {e.g. Goodwill Account), or, 
preferably, be taken to a Suspense Account to be dealt with when 
profits become available for its reduction. 

Valuation of Shares.—^The Articles of private companies frequently 
provide that, in case of need, the shares are to be valued by the auditors 
of the company. Such a valuation may become necessary: (a) upon 
the death of a shareholder, (b) should any member desire to dispose of 
his holding. In the latter case, the Articles of the majority of private 
companies restrict the offer of shares, in the first place, to existing 
members of the company. The usual bases for the valuation of shares 
are: (i) the profit basis, (2) the asset basis as disclosed by the Balance 
Sheet. 

(i) Prq^l Basis ,—The average annual profits for from three to 
five years are ascertained and capitalised, and increased by any 
Reserve or other fund accumulated out of profits prior to inclusion 
in the ascertained average. 

Illustration. —Blanks, Ltd., have an issued capital £20,000^ and a Reserve 
Fund of ^4,000 representing undivided profits. The average profits for the 
past five years amount to £/^,ooo. It is assumed that in a business of the type 
carried on by the company an investor in its ordinary shares would look for a 
return of 10%. The average annual profits on this basis capitalise at ;£40,ooo, 
plus the reserve of ;£4,ooo, or ;£44,ooo in all. The value of the 20,000 shares 
may therefore be taken at £2 4s. per share. 
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(2) Assel Basis .—This rests upon the value of the assets in which 
the capital is invested, as disclosed in the Balance Sheet, By this 
method the question to be answered is: What funds would be 
available for the shareholders after all possible claims against the 
company have been settled ? 


Illustration .—The following is the Balance Sheet of Rayon d’Or, Ltd.:— 
BALANCE SHEET. 


Capital: — 

Issued : 2o,ot>o shares of £i each, 
fully paid .... 
5% Debentures .... 
Reserve Account 
Sundry Creditors 

Profit and Loss Account (Balance). 



s. 

d. 

£ 




Goodwill . 4,000 




Sundry Assets 37,ooo 

20,000 

0 

0 

Cash 3,000 

IO,CK>0 

0 

0 


4,000 

! ^ 

0 


9,000 

0 ' 

‘ 0 


1,000 

I 0 ■ 

0 


1 £44.000 



I £44,000 


The Articles provide that Goodwill Account is to be revalued periodically 
(»n the basis of two years’ purchase of the average annual profits for the four 
years following the last valuation, and that any appreciation or depreciation in 
tlie asset is to be adjusted through the Reserve Account. On this basis of 
valuation just taken, the goodwill of Rayon d'Or, Ltd., is found to be worth 
1 ^, 000 , Assuming that the remaining assets are of the value stated in the 
Balance Sheet, and that no other liabilities exist, it would appear that the 
shareholders are entitled to:— 

£ 

('apital . . . # . 

Reserve Account ...... 4,000 

Less Depreciation in value of Goodwill . . 1,000 


Profit and Loss Account 
Total Net Assets 


£ 

20,000 


3,000 

1,000 

1^24,000 


Dn this basis the shares may be taken to be wortli £i 45. per share. 

The student must understand that the above illustrations deal with 
the question of valuation in its simplest form. In most actual cases, 
other considerations must be taken into account, e.g. (a) the nature of 
the security afforded by the assets; (b) the prospects of a steady return 
of income from the shares; (c) whether the death or retirement of the 
shareholder will prejudice the earning capacity of the company; {d) the 
adequacy of the reserves; {e) the nature of the secret reserv^es (if any); 
(/) the inclusion of fictitious assets in the Balance Sheet; (g) what 
rights attach to the Preference Shares, cumulative and non~cumulative; 
(/i) whether there are any arrears of dividend, or any unissued 
Preference Shares, or any special market considerations that may affect 
the company's future prospects, and so forth. 

Valuing Unquoted Shares.—The accountant is not infrequently 
called upon to value unquoted shares in private and public companies 
for probate purposes. The bases of valuation outlined above are 
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equally suitable for such purposes. No definite Inland Revenue rules 
are laid down for such valuations. The market price of the shares for 
probate purposes must be " the price which, in the opinion of the 
Commissioners of Inland Revenue, the shares would fetch if sold in 
the open market on the terms that the purchaser should be entitled to 
be registered as the holder of the shares (Re Henry Jameson, deceased: 
AUorney^General v. Jameson and others, [1905]). It must be noted 
that, for Estate Duty purposes, an open market for the shares must be 
assumed to exist in the terms of Sec. 7 (5), Finance Act, 1894, as 
interpreted by the rule laid down in the case quoted above, notwith¬ 
standing that a company may have Articles restricting the sale of its 
shares. 

Annual Report and Accounts.—^Every company must keep proper 
books of account with respect to:— 

(a) all sums of money received and expended by the company 
and the matters in respect of which the receipt and expenditure 
take place; 

(i) all sales and purchases of goods by the company; 

(c) the assets and liabilities of the company (S. 147 [i]). 

Sub-section (2) (in the 1948 Act for the first time) makes some 
attempt to define proper books of account'' by saying proper 
books of account shall not be deemed to be kept ... if there are not 
kept such books as are necessary to give a true and fair view of the 
state of the company's affairs and explain its transactions." The 
books must be kept at the registered office*" or at such other place as 
the directors think fit," and must at all times be open to inspection by 
the directors (S. 147 [3]); if books of account are kept outside Great 
Britain (as normally with companies operating abroad) such accounts 
and returns must be sent to Great Britain at intervals of not more 
than six months as are necessary to disclose the financial position " with 
reasonable accuracy." 

If any person being a director of a company fails to take all 
reasonable steps to secure compliance by the company with the above 
requirements, or has by his own wilful act been the cause of any default 
by the company thereunder, he is, in respect of each offence, liable on 
summary conviction to imprisonment for a term not exceeding six 
months, or to a fine not exceeding £200. Imprisonment is only to be 
imposed where the Court considers that the offence was committed 
wilfully (S. 147 [4]). 

Moreover, by S. 331, if where a company is wound up it is shown 
that proper books of account were not kept by the Company through¬ 
out the period of two years immediately preceding the commencement 
of the winding-up, every director, manager, or other officer who was 
knowringly a party to or connived at the default of the company shall, 
unless he shows that he acted honestly or that in the circumstances 
in which the business of the company was carried on the default was 
excusable, be liable on conviction on indictment to imprisonment for 
a term not exceeding one year, or on stimmary conviction to imprison- 
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ment for a term not exceeding six months. For the purposes of this 
section, proper books of account shall be deemed not to have been kept 
in the case of any company if there have not been kept such books or 
accounts as are necessary to exhibit and explain the transactions and 
financial position of the trade or business of the company, including 
books containing entries from day to day in sufficient detail of all cash 
received and cash paid, and, where the trade or business has involved 
dealings in goods, statements of the annual stocktakings and (except 
in the case of goods sold by way of ordinary retail trade) of all goods 
sold and purchased, showing the goods and the buyers and sellers 
thereof in sufficient detail to enable those goods and those buyers and 
sellers to be identified. 

From ail examination of the above statutory provisions, it will be 
obvious that every company must keep adequate books of account, 
and that only by means of a complete set of books on the double-entry 
system can such adequacy be assured. 

Profit and Loss Account and Balance Sheet.—The directors must 
at some date not later than eighteen months after the incorporation 
of the company and subsequently once at least in every calendar year 
lay before the company in general meeting a Profit and Loss Account 
or, in the case of a company not trading for profit, an Income and 
Expenditure Account for the period, in the case of the first account, 
since the incorporation of the company, and, in any other case, since 
the preceding account, made up to a date not earlier than the date of 
the meeting by more than nine months, or, in the case of a company 
carrying on business or having interests abroad, by more than twelve 
months. The Board of Trade may, if they think fit for any special 
reason, extend these periods (S. 148 [i]). 

The directors must cause to be made out in every calendar year, 
and to be laid before the company in general meeting, a Balance Sheet 
as at the date to which the Profit and Loss Account (or Income and 
Expenditure Account, if appropriate) is made up (S. 148 [2]). 

It has already been stated that a copy of the Balance Sheet and 
relevant documents must form part of the Annual Return to be 
registered with the Registrar (S. 127) by all companies other than 
exempt private companies (exempted under certain conditions by 
S. 129). Assurance companies are also exempted from this require¬ 
ment provided they have complied with the Assurance Companies 
Act, 1909, S. 7 (4). 

Directors’ Report.—There must be attached to every Balance Sheet 
laid before the company in general meeting as mentioned above, a 
report by the directors with respect to (a) the state of the company's 
affairs, (b) the amount, if any, which they recommend should be paid 
by way of dividend, and (c) the amount, if any, which they propose to 
carry to reserves within the meaning of the Eighth Schedule {i.e. 
reserves as distinct from provisions) (S. 157 [i]). The report must 
also deal so far as is material for the appreciation of the state of the 
company's affairs by its members and will not in the opinion of the 
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directors be harmful to the business of the company (e.g. by dis¬ 
closing confidential information to competitors or persons with whom 
contracts may be in course of negotiation) with “ any change during 
the year in the nature of the company's business " or " in the classes 
of business in which the company has an interest " (S. 157 [2]). 

Most companies combine a copy of their annual accounts with the 
notice convening the Annual General Meeting and the Directors* 
Report on the Accounts. Page i of the folder contains the Report; 
page 2, the Profit and Loss Account and Balance Sheet; and the notice 
convening the meeting appears as an indorsement. Nowadays, 
Directors* Reports tend to extreme brevity, and are usually confined to: 
(a) A short summary of the year's trading, with or without comparison 
with previous years; (b) a statement showing the balance available 
for distribution, and its proposed allocation; (c) the names of the 
retiring Directors and Auditors, and the fact that they are eligible for 
and desire re-election. The usual character of these documents may 
be gathered from the subjoined specimen, which is an actual report 
except for the substitution of imaginary names. It is not uncommon 
also to circulate with the rep)ort a print of the speech which the chair¬ 
man intends to make at the annual general meeting. This has a 
double object: (a) it saves the postage which would be incurred if the 
print were sent separately after the meeting, and (d) it may possibly 
answer a question which a member might think it worth while attend¬ 
ing the meeting to ask, thus making the trouble of attendance un¬ 
necessary. 


{Typical Directors* Reptrt,) 

Blanks, Ltd. 

Directoks: 

A. B. (Chairman). 

C. D. (Managing Director). 

E. F. (Assistant Managing Director). 

G. H., I. K., L. M. 

Secretary and Registered Office : 

W. H. Bury, 1, High Street, Blanktown. 

Auditors : 

Abel Checker & Co., Chartered Accountants, 99, Cross Street, Blanktown. 

Bankers : 

The Blanktown Bank. 

Notice is hereby given that the 34TH Annual General Meeting of the 
above-named Company will be held at i. High Street, Blanktown, on Wednesday 
the 17th day of November, 1948, at 11.30 a.m., for the purpose of transacting the 
following business;— 

1. To receive the Accounts for the twelve months ended 31st March, 1948, 
and the Report of the Directors and Auditors, thereon. 

2. To confirm the payment of Dividends on the Preference Sliares, and the 
Interim Dividends on the Ordinary Shares, for the year ended 31st March, 
I94«- 

3. To elect a Director. Mr. G. H. retires and offers himself for re-election. 
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4. To appoint Auditors for the ensuing year. Messrs. Abel Checker & Co., 
Chartered Accountants, retire and offer themselves for re-election. 

5. To fix the Auditors’ Remuneration for the year to 31st March, 1949. 

6. To transact such other business as may be properly transacted at the 
Annual General Meeting. 

Dated this 25th day of October, 1948. 

On Behalf of the Board, 

W. H. Bury, Secretary, 

I, High Street, 

Blanktoum, 

N.B.—A Member entitled to attend and vote is entitled to appoint a Proxy to 
attend and vote instead of him, and that Proxy need not also be a member. 

Blanks, Ltd. 

Report of the Directors to the Shareholders. 

The Directors report tliat the state of the Company’s affairs is satisfactory and 
is fully dealt with in the Chairman's Statement circulated with these accounts. 


1947. 

I 

546,110 Profit before Taxation ....... 

Deduct I^rovision for Taxation on the Profits of the year: 
206,524 Profits Tax 

159 **53 Income Tax ........ 

180,433 Profits after Taxation . . , . . . . 

124,539 Balances at credit of Profit and Loss (Appropriation Accounts 
at beginning of year) ...... 

304,972 Leaving a Balance of ...... . 

which tlie Directors recommend be disposed of as follows:— 
20,000 Staff Pensions Rescue ....... 

Dividends:— 

6,419 Preference ........ 

Ordinary: 

57.750 First Interim paid 20th February, 1948 

57.750 Second Interim paid iith September, 1948 


I 

688,083 

152,256 

265,014 

270,813 

163,053 

433.866 

28,422 


67.375 

67.375 


163,053 Leaving a Balance to carry forward of 


;f26o,682 


Contents of Balance Sheet.—The Balance Sheet must exhibit the 
following information:— 

(i) A summary of the authorised share capital. 

(ii) A summary of the issued share capital. 

(iii) A summary of the liabilities. 

(iv) A summary of the assets. 

(v) Such particulars as are necessary to disclose the general 
nature of the liabilities and assets, and to distinguish between the 
amounts respectively of the fixed assets and of the floating assets. 

(vi) A statement of how the values of the fixed assets have been 
arrived at. 

(vii) A statement under separate headings, so far as they are not 
written off, of— 

(a) The preliminary expenses of the company; 

(ft) Any expenses incurred in connection with any issue of shares 
or debentures; 
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(c) If it is shown as a separate item in or is otherwise ascertain¬ 
able from the books of the company, or from any contract for the 
sale or purchase of any property to be acquired by the company, or 
from any documents in the possession of the company relating to 
the stamp duty payable in respect of any such contract or the 
conveyance of any such property, the amount of the goodwill and 
of any patents and trade-marks as so shown or ascertained. 

(viii) Where any liability is secured otherwise than by operation 
of law on any assets of the company, a statement that that liability 
is so secured, but it is not necessary to specify the assets on which 
the liability is secured (S. 124). 

(ix) The aggregate holding of shares in subsidiary companies; 
and the aggregate indebtedness from such companies and to such 
companies (S. 125) (see p. 529). 

(x) Capital Redemption Reserve Fund created on the redemption 
of Redeemable Preference Shares. 

(xi) Details of Redeemable Preference Shares and the date on 
or before which they are, or are to be liable to be redeemed (S. 46). 

(xii) So far as it has not been written off, the commission paid 
in respect of any shares or debentures and any discount on debentures 
(S. 44), and discount on shares issued at a discount (S. 47). 

(xiii) Share capital on which and rate at which interest during 
construction, etc., has been paid out of capital under S. 54. (This 
might appear in the Profit and Loss Account, but is better shown in 
the Balance Sheet.) 

(xiv) Redeemed Debentures availabid for re-issue (S. 75 [3J). 

(xv) Amount of loans for the purchase of fully paid shares in 
accordance with a scheme for such purchase by Trustees for the 
benefit of employees, or to employees to purchase shares for their 
own beneficial ownership (S, 45). 

(xvi) Any Reserve, General Reserve, or Reserve Fund which the 
Directors' Report specifies (S. 123 [2]). 

Either the Balance Sheet or the Profit and Loss Account must also 
disclose:— 

(xvii) The amount of any loans made during the period of the 
accounts to any Director or Officer, including loans repaid during 
the period, and the amount of any loans previously made and still 
outstanding, unless the loans were made by a moneylending company 
(e.g, a bank) in the ordinary course of business, or the loan is to an 
employee and does not exceed £2,000 and is certified by the directors 
to be in accordance with the company's practice in respect to such 
loans (S. 128). 

(xviii) The total of the amount paid to directors as remuneration 
for their services by the company or any subsidiary company (ex¬ 
cluding the managing director and any sums paid in respect of other 
offices held by directors) (S. 128). 

For outline of a Balance Sheet see pp. 497-504. 



LIMITED COMPANIES 491 

Signing of Balance Sheets etc.—The Balance Sheet must be signed 
on behalf of the board by two of the directors, or by the sole director 
(S. 155 L^])* Profit and Loss Account (together with group 

accounts, if any, to be laid before the members) must be approved by 
the board (S. 156 [2]) (though they are not signed) and attached to the 
Balance Sheet, together with the Auditors' Report (S. 156 [1]). The 
Auditors' Report must be read before the company in general meeting 
and be open to inspection by any member (S. 162 [2]). 

Circulation of Accounts.—A copy of every Balance Sheet w'hich is 
to be laid before the company in general meeting, together with 
every document required by law to be annexed thereto " (which 
means a Profit and Loss Account and, where the company is a holding 
company, group accounts) and a copy of the Auditors' Report, must, 
not less than twenty-one days before the date of the meeting, be sent 
to every member of the company and to every debenture holder 
(S. i5cS [j]). Tins applies whether or not the individual in question is 
entitled to attend the meeting, and therefore includes Preference 
Shareholders and members of all private, as well as public companies. 
Prior to I94<S it was sufficient to circulate the accounts seven days 
before the meeting, and only members entitled to notice of meetings 
were entitled to copies of the accounts: in the case of a private company 
even the ordinary members did not receive copies automatically, but 
such a memljer could demand a copy on payment of a charge not 
exceeding six})ence per hundred words. 

Profit and Loss Account.—The statement prepared to determine 
the net profit or revenue? or the net loss, as the case may be, for the 
period covered by the account, is, with the great majority of commercial 
limited Companies, termed the Profit and Loss Account. Assurance 
companies, companies working under the double-account system, and 
some Trust, Finance, and Land Companies employ the term “ Revenue 
Account." 

The construction of these accounts has been fully discussed in 
Chapter III, and three model solutions to company examination 
questions demanding the preparation of Trading and Profit and Loss 
Accounts, and Balance Sheet, will be found on pp. 497-504. The 
student must understand, however, that it is a rare experience to find 
in the published accounts of companies anything like the detail given 
in these worked examples. It is exceptional for a limited company to 
publish a Trading or Manufacturing Account. The Profit and Loss 
Account as usually published gives very little, if anything, more than 
the minimum statutory information. It is almost always divided into 
two sections, the second of which (though not generally so called in 
the published accounts) is what the reader has become accustomed to 
call the Appropriation Account or Appropriation Section of the Profit 
and Loss Account. In the first section there will be shown on the 
credit side dividends and interest received, possibly transfer fees, and 
any receipts (if substantial in amount) of an exceptional nature: on 
the debit side, depreciation, debenture interest, directors' remuneration, 
sometimes the auditors' remuneration (always if disclosure is necessary 
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under the Eighth Schedule, para. 13), and occasionally such items as 
legal charges or registrars’ charges. In the Appropriation Section will 
be found the balance brought forward from last year, charges for 
taxation, transfers to reserves, and dividends paid or recommended. 
The gross profit ” shown in these accounts is usually arrived at as 
explained below. If the true gross profit is brought down, then the 
whole of the General Expenses are debited here in one total. 

A specimen of a published Profit and Loss Account is shown on 

P- 493 - 

Appropriation Account.—It is particularly necessary to prepare 
this section of the Profit and Loss Account in the case of limited com¬ 
panies, since, otherwise, the account will not show at a glance the net 
result of the year’s working. Some students, when answering company 
examination exercises, present the Profit and Loss Account in one 
continuous account, and include in it the balance brought from last 
year, and any dividends that may have been paid. Marks are lost by 
this treatment, which fails to show the profit for the current year, or 
to differentiate between charges against profits and appropriations 
from profits. 

The method recommended is: Carry the net profit or loss for the 
current year to the appropriate section ; increase or diminish this sum 
by the balance brought forward from last year; debit all dividends, 
whether paid or proposed (but being careful to distinguish, as regards 
each such item, whether it is paid or merely proposed); any transfers 
to Reserve; any amounts written off goodwill; Directors’ or Managing 
Directors’ Commission on net profits; indome tax chargeable on 
profits, and similar items; all of which are appropriations out of 
profits and not charges against them.* The final balance of the 
section will show the amount of undistributed profit to be carried 
forward. 

Illustration .—Uprichards, Ltd., has an issut-d capital of £100,000 7% 
Preference Stock and 200,000 Ordinary Shares of each, all fully paid. The 
balance of profit for the current year (ended December 31, ig. i), after deducting 
the half-year'.s preference dividend paid to June 30, 19. i, amounted to 
£55,798, and the balance brought forward from the previous year was ^11,892. 

The directors made the following recommendations:— 

To provide for income tax ........ 25,100 

To transfer to General Reserve, making that account up to £50,000 . 10,000 

To write off the balance of Debenture Issue Expenses Account . . 3.975 

To pay the half year’s dividend to December 31 on the Preference 

Shares, less tax ......... 3.850 

To pay a dividend of 5% free of tax on the Ordinary Shares . . 10,000 

And to carry forward the balance to next year. 

These recommendations were approved at the Annual General Meeting 
held on March 16. 19.2. The dividend warrants were posted on the following 
day, the corresponding amounts being transferred at the same time from the 
main bank account to special Dividend Bank Accounts on which the warrants 
were drawn. Three months later the balance on the Preference Dividend 


♦ Commissions are, of course, chargeable against profits for the purposes of 
Taxation. We are not here concerned with this aspect. 



(Typical Profit and Loss Account^ as published by Limited Companies.) 
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Bank Account (representing warrants not presented) amounted to £165 and 
the balance of the Ordinary Dividend Bank Account to £tSo, Assume that 
the standard rate of income tax is gs. in the £. 

The entries in the company’s books arc as follows;— 

Uprichards, Ltd. 

LKDGEK. 

r 1 ’kofit and Loss Account. i 

(Approjjriation Section.) 


Dk. 


I 


I 

Dec. 31 j 


In- 


31 ; 


To Provision for 
come Tax 
„ General Reser\-e 
„ Debenture Issue 
Expenses written 
off . . . 

„ Preference Dividend 
paid for the half 
j year to Dt?c. 31 

I less tax 

31 I „ Dividend on Ordin- ! 
j ary Shares free of 

tax 

31 I „ Balance carried 


31 


I 


down 


i 


1 


1] 



;■ ^ 

: 

d 


1 0 

i 

0 

i; IO,OOt) 

! 0 
i 

0 

1 3.975 

1 

! 

: 0 

! 

0 

I 3,850 

1 

1 

ri 

0 

1 

10,000 

H 

0 

j M, 7 f ‘5 

1 0 ! 

0 

( 07 ,(i€)o 

. 0 • 

0 

1 

I 

! 


19.1 

Dec, 31 ! By Balance from last 
! ' year . . . ! 

„ Balance broujEjlit ; 

.! down , i 


Jan. 1 j By Balance brought ‘ 
1 ’ down . ’ . ! 


Cr. 




!l J 1,892 jo ;0 

: 55.798;o 


i' i ' 

.. |_L 

j!/J<»7»t>90 - o i o 

i' ( 

!■ i 

i; i- 4 , 7 f >3 ■ o o 


Dr. 


19.1 
Dec. 31 


To Balance 


Debenture Issue Expenses Account. 

! 

19-1 


I 


! ^ 

1 3.975 


I 


5 .d.| 
O I O 


I li 


Dec. 31 ! By Profit and Loss 
j Account . 


£ 


Cr. 




3,975 I o i o 

i ! 


5 

Dr. 


GENEFtAL Reserve. 


Cr. 


! t iJ.. 

19.1 



1 £ 

li 1 I 

Dec. 31 

By Balance 

V 

1 40,oo(} 

i 

31 

„ Profit and Loss 

, JL,! i 


Account . . j 

X 

j 10,000 
50,000 j 


7 

Dr. 


19.2 
Jan. 17 


Preference Dividend Account No. 37. 


Cr. 


i !: £ 


d. 

19.1 j 


£ 


To Preference Dividend ! j; 



Dec. 31 i By Profit and Loss 




j Bank Ac.count . j 15 ji 3,685 

01 

i 0 

j Account . 

1 1 

I 1 

3.850 

0 


7 

d. 

o 


9 Ordinary Dividend Account No. 19. 

Dr. 


9 

Cr. 


19.2 

June 17 


To Ordinary Dividend 


£ 

s. 

d. 

1 

19 - 1 1 

Dec. 31 J By Profit and Loss 

1 I 

£ 

s. 

Bank Account . j 

17 

9,820 j 

1 0 

0 

Account . 


10,000 

0 


d. 

o 
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LEDGER — continued. 


Income Tax Account. 

It 


c». 


1 


£ 

s. 

d. 

19.1 



£ 

5 . 

d. 

1 





Dec. 31 

by Balance (assumcid) 

V 

2,960 

0 

0 






» 31 

„ Profit and Loss Ac- 



1 






count 

1 

25,100 

0 

0 

i 








£28,060 

a 

Q 


13 MAIN CASH BOOK. 13 

_ . . . ___^ _..... 


19.2 

To Balance (assumed) 



s. 

d. 

19.2 



£ 

s. 

d. 

Mar. 17 

v' 

I 23,651 

0 

0 

Mar. 17 

By Preference Divi- 





1 

!| 




dend Bank Ac¬ 
count No. 37 

»5 

3 .« 5 o 

0 

0 




i| 



.. 17 

„ Ordinary Dividend 






ll 

l| 




Bank Account No. 

19 . . . 

17 

10,000 

0 

0 




! 



.. 17 

„ Balance carried 







|i 




forward 

a' 

9,801 

0 

0 




jj£ 23 , 65 i 

0 

0 




jf23,65i 

0 

0 


I’reperence 

Dividend 

Bank 

Account No. 37. 



15 

Dr. 









Cr 


19.2 

'I'o Main Casli Book . 


c 

s. 

d. 

19.2 



c 

5. 

d. 

Mar. 17 

13 

: 3 ,«so 

0 

0 

' June 17 

By Preference Divi¬ 










dend Account 37 

7 

3,685 

0 

0 







17 

„ Balance carried 







j A 




forward 

V 

*65 

0 

0 




1 


0 




£3,850 

0 

0 


17 Okdinarv ])ividend Bank Account No. 19. 



1 . . 

... . ^ 


1 


— . 

. - . 

. 

— 



19-2 1 

i 


£ ’ 

5. 

d. 

19.2 



£ 


d. 

Mar. 17 

1 To Main Cash Book . 

13 

1 10,000 

0 

0 

June 17 

By Ordinary Dividend 





1 

1 


i 




Acroimt 19 

9 

9,820 

0 

0 







„ 17 

„ Balance carried 





i 






forward 

V 

180 

0 

0 

! 1 

1 ' 

1 1 

1 i£io,ooo 

: !i ! 

N 

F 




£10,000 

0 

0 


The above J^edger Accounts have been opened by direct transfers from the 
Profit and Loss Account, as would be the case in practice in the majority of 
cases. From a teclinical and theoretical point of view, it would be more 
correct to open the Ledger accounts by means of a Journal entry. 

'i'he dividend accounts and dividend bank accounts would remain open for 
a determined period, according to the practice of the company, probably three 
montlis or six months, and the balances would then be transferred respectively 
to Dividends Outstanding Account and Unclaimed Dividends Bank Account. 
There is no legal obligation to open the latter account, but it is convenient: as 
a possible alternative the unclaimed bank balances may be transferred back to 
the Alain Bank Account. Some companies like to keep such balances on a 
special Deposit Account. 

The reader will note that the Appropriation Account as set out on p. 494 
merely contains the specific ledger entries called for by the question: it is not 
the complete statutory account which would be circulated to members. 
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Comparative Profit and Loss Accounts. —The intelligent company 
book-keeper will take pride in furnishing his directors with the maxi¬ 
mum of useful information. Particularly informative is a tabulated 
set of accounts showing the figures for two or more years, the increases 
or decreases in the various items, and the percentages of gross and net 
profit, and of the principal items of expenditure, to the turnover of the 
business. Too much elaboration will defeat itself, but there can be no 
question that, prepared as suggested, comparative accounts often 
prove invaluable. Such accounts are, of course, for the director's own 
use, and not for publication. The precise form in which the accounts 
are to be published will be determined by the directors. 

Necessity for Exactitude. —In some particulars there is even more 
need for exactitude in the accounts of limited companies than in those 
of a sole trader. For example, in providing for w^aste and depreciation, 
the private trader can adjust the values of his assets at any time by 
crediting the Asset Account and debiting his Capital Account with 
the amount of the desired provision. A limited company cannot do 
this. There is the further consideration that the ownership of the 
shares of a limited company is constantly changing. Hence the rights 
of the shareholders must be equitably adjusted within the confines of 
each financial period. 

The Balance Sheet. —The construction of Balance Sheets has already 
been fully discussed in Chapter V, and little is left to mention here. 
With the exception of certain Statutory Companies, no company is 
bound to any particular form of Balance Sheet, so long as the details 
required by the Act are properly state^*^ Perusal of a collection of 
published IBalance Sheets will reveal g j.t diversity of form, which 
will support the conviction, which by this time the student will doubt¬ 
less have formed, that there can be no standardisation of company 
Balance Sheets. The majority of companies marshal their assets in 
the order of their permanence and unrealisability, and range against 
them, as far as possible, the capital and relevant liabilities. The 
alternative method of marshalling the assets in the order of their 
realisability and the liabilities in the order in which they must be met 
is suitable for, and is usually adopted by, banks, discount houses, and 
similar concerns. Provided that the student is consistent throughout 
the Balance Sheet, he may adopt either the ascending or the descending 
scale of realisability, and will be equally correct. 

So far as the ordinary manufacturing and trading assets and 
liabilities are concerned, there is little or no difference between the 
construction of the Balance Sheet of a company and that of a private 
firm engaged in a similar business. What difference there is results 
from the duty imposed upon a company to protect its capital from 
diminution, except by the statutory methods already explained. 
Profits earned, or losses incurred, cannot be added to, or deducted 
from, the Capital Account as in the case of a private firm. They must 
be separately stated as the balance of the Profit and Loss Account. 
This statement is a platitude, and attention is again called to the fact, 
only because some candidates, when dealing with company accounts, 
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carry the profit or the loss for the year to the Share Capital Account 
as though the accounts were those of a private trader. The capital of 
a company as subscribed by its shareholders remains a permanent 
figure until it is increased or reduced by the methods laid down in law. 

The following undertakings must present their accounts in the 
form prescribed by Statute:— 

Undertaking. Source of Prescribed Form. 

{a) Life Assurance Companies Assurance Companies Act, 1909. 

(/?) Building Societies As prescribed by the Registrar of Friendly 

Friendly Societies Societies. 

Limited companies must present their accounts at least once 
annually. Banks issue half-yearly statements (S. 433). 

LIMITED COMPANY EXAMINATION QUESTION. 
Intermediate Stage. 

{Based on a question set by the Royal Society of Arts.) 

Berkshire Contractors, Ltd., has a nominal capital of /100,000, divided into 
100,000 shares of fi each, of which 75,000 shares have been issued and fully called. 
The Trial Balance of the Company, as on December 31, 19..., was as follows;— 


TRIAL BALANCE. 


Dr. 

£ 

Cr. 

r 

Share Capital Account ..... 

£ 

75,000 

Freeliold Works, at Cost ..... 

25,200 

Machinery and Plant 4 cost ^64,000, depreciation 

^21,140) . . . 

42,860 


I.oose Tools, at valuatio, ..... 

1,880 


Contract Executed ...... 


76.842 

Purchases (Stores and Materials) 

24.787 

Workmen's Wages ...... 

36.974 


Office Salaries ....... 

2,796 


Directors’ Fees ....... 

750 


Repairs to Machinery and Plant .... 

976 


Rates and Insurance (Works, ^^2,268; Office, fj^i) 

2.409 


Office Expenses ...... 

1.527 


Reserve Account ...... 


3,000 

Profit and Loss Account Balance (January i, 19...) 


891 

Sundry Debtors ...... 

17,800 


Sundry Creditors ...... 


10,647 

Returns ........ 

296 

1,242 

Carriage Inwards ...... 

1.576 


Carriage Outwards ...... 

Q4I 


Discount Account (Balance) .... 

397 


Cash in hand ....... 

1,284 


Bank Overdraft ...... 

6,684 

(ieneral Expenses (Works, ;£2,976; Office, £'201) 

3.177 


Interest and Bank Charges .... 

424 


Provision for bad debts (January i, 19...) 


850 

Stock (Stores and Materials, January i. 19...) 

7.896 


Office Furniture (cost fgoo, depreciation £220) 

680 


Preliminary Expenses Account (Balance) 

526 



i£i 75 .I 56 31:175.156 
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You are required to prepare Working and Profit and Loss Accounts for the 
year ended December 31, 19..., and a Balance Sheet as on that date. 

Before preparing these accounts the following matters must be taken into 
consideration: (a) On December 31 the following valuations were made—Stock 
(stores and materials), £^,7^1 ; Value of work done on uncompleted contracts on 
hand, ;^3,ooo, (d) Depreciation is to be provided as follows—Machinery and 

Plant, 10% on cost; Office Furniture, 5% on cost; Loose Tools, 20% on book 
value, (c) The Provision for Bad Debts is to be further increased by a sum equal 
to i% on the Sundry Debtors, (rf) Provide £250 for fees due to Directors. 
{e) Insurance paid in advance amounted to—Works, £226', Office, ;£i5. (/) The 

balance of the Preliminary Expenses Account is to be written off. 

For solution see pp. 499-501. 


LIMITED COMPANY EXAMINATION QUESTION. 

Advanced Stage. 

(Based on a question set by the Boyal Society of Arts.) 

On January i, 19..., John Laing, a cigarette manufacturer, converted his 
business into a private limited company under the style of J. Laing & Co., Ltd. 
The Nominal Capital of the company consisted of 65,000 shares of £i each; 
50,000 of these sliares were issued as fully paid to J. Laing and his nominees as 
the purchase price of the business. During the year ^5,000 was advanced by 
J. Laing as a loan to the company at 6%, and was secured by the issue of ;£8,oob 
5% Debentures as collateral. 

In addition to the above, the following balances appeared in the company's 
books as on December 31:— 

War Loan (3i%), £5^^ \ Machinery and Plant, ^7,870; Machinery and Plant 
(Additions during the year), /3,68o; Purchases, /i24,621; Purchases Returns, 
£'2,841; Clearing and I)ock Charges, £584 ; Duty on Tobacco, £212,622 ; Freight 
and Carriage Inwards, £740; Stock (January i), £^i^ 961; Furniture and Fittings, 
£1,875; Manufacturing Wages, £14,864; Machinery Repairs, £638; Cash in 
hand, £68; 1'obacco Licence, £ri; Sales, £410,129; Sales Returns, £4,842; 
Electric Power, £358 ; Rent, Rates, and Water (Factory £750, Office £120), £870; 
Office E.xpenses, £224; Advertising. £30,000; Motor Lorries, £1,795; Carriage 
Outwards, £2,048; Management Expenses, Interest, etc., £1,967; Travellers’ 
Salaries and Commission, £5,026; Interest on War Loan, £14; Machinery Sold 
during the Year, £200; Directors’ and Auditors’ Fees, £1,200; Office Salaries, 
£2,142 ; Discount Account (Debit Balance), £8,764; Removal Expenses, £1,264; 
Bad Debt Provision (January i), £1,268; Motor Maintenance Expenses, £584; 
Sundry Creditors, £17,898; Sundry Debtors, £17,840; Bank Overdraft, £5,682; 
Bills Payable, £3,865 ; Preliminary Expenses Account, £933. 

You are required to prepare Manufacturing and Profit and Loss Accounts 
for the year ended December 31, and a Balance Sheet as on that date. 

When preparing these accounts, the following particulars must be taken into 
consideration:— 

(a) Provide for depreciation as foIlow^s; Machinery and Plant. 20%; 
Additions to Machinery and Plant, 10% ; Furniture and Fittings, 20%. 

(b) Carry forward to next year, 20% of Advertising, two-thirds of Pre¬ 
liminary Expenses, and half the Removal Expenses. 

(c) Provide £2,000 for Bad and Doubtful Debts and 10% on the gross 
amount of the Sundry Debtors for Discounts. 

(d) Wages £424, and Office Salaries £78, had accrued due as on December 
31. Management Expenses paid in advance amounted to £187. 

(e) On December 31, Stock was valued at £62,974, and Motor Lorries at 
£1.120. 

(/) Provide for a dividend of 10%. 

For solution see pp. 502-504. 
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Berkshire Contractors, Ltd. 
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BALANCE SHEET, DECEMBER 31. 19.. 
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LIMITED COMPANY EXAMINATION QUESTION. 

Advanced Stage. 

(Based on a queslum set by the Royal Society of Arts.) 

Uprichards, Ltd., a manufacturing company, was registered in 19... with a 
Nominal Capital of /100,000, divided into 50,000 Ordinary Shares of eacli 
and 50,000 7% Cumulative Preference Shares of £1 each. 

The coriii)aiiy had been formed to purchase an old established busine.ss. The 
net tangible assets taken over from the vendor were \'alued at £30,000, and the 
consideration was £40,000, settled by tl»e issue of 20,000 Ordinary shares of £i 
each and t he payment of £20.000 in casli. 

As on June 30, 19..., 20,000 Ordinary Shares and 20,000 Preference Shares 
had been issued to the public, and fully subscribed. 15s. per share had been 
called and paid up on the Ordinary Shares, with the exception of the last call of 
2s. (jd. per share on 1,000 shares. The Preference Shares had been fully called 
and paid up. 

100 Debentures of £ioo each had been issued at go, and were fully sub- 
scribe'd and paid up. 1'he cost of this i.ssiie, which was £120, had not been 
wTitten olf. 

In addition to the balances represented by the above, the following balances 
were extracted from the books of the company as on June 30, ly... :— 

iMachinery and Plant, £12,300 (cost / 19,500, depreciation to previous year 
/7.200); Staff Superannuation I'uiul, £4,735 : Ofiice Salaries, £3.870 ; Directors’ 
Fees, £2,000 ; War Loan (investmenl. of Superannuation Fund), £5,500; 

1 ^‘ixtiires, blittings, and Furniture (Office), £500 (cost £700, depreciation to 
])revious year £200) ; Carriage, Purchases, £378 ; Carriage, Sales, £4D) ; Factory 
P<»wer, £5b8; Ligliting ami Healing (b'aidory £120, Oilice £70), £190; Freehold 
Factory, £7,892: Freehold Factory. Additions during the year, £j ,262 ; Manu¬ 
facturing Wage.s, £29,084 ; jManufacturing Expenses, £ 1,929 ; Stock (at beginning 
ol the year), £42,842 ; Kates aTid Insurance (Factory £1,826, Oflict‘ £110), £1,936; 
Purchases, £to9,8(>t ; Sales £150,453; Returns Inward.s, £942; Kejturns Out¬ 
wards, £1,042: Di.scount Account (Credit Balance), £4218; Hank Loan, £3,000; 
(ash in hand, £126; Bank Overdraft, yjt,824; Creditors, £40,706; Sundry 
Debtors, £28,900 ; Oltice Tratle Expenses, £1,294; Repairs to Factory Buildings, 
£1,372: Transfer Fees, £12 ; Apprentices’ Fees, £500; Bad Debts. £462; Profit 
and Loss Account (Debit Balance from last year), £8,462 ; Provision for Bad 
Debts (at beginning of the year), £800; Bank interest and ('harges, £196; Audit 
F'ee, £250; Bills Payable, £4.784; Motor Lorries, £3,800 (cost £(>,400, deprecia¬ 
tion to previous year £2,000) ; l^oose Tools, £1,800; Intere.st on War Loan, £165. 

You are required to iirepare Manufacturing and Profit and Loss Accounts for 
the year ended June 30, 19..., and a Balance Sheet as on that date. 

When preparing these accounts the following matters must be taken into 
consideration;— 

(a) Depreciation is to be provided as follow's: Motor Lorries, 15%; Plant 
and Machinery, 10% ; Office Fixtures, Furniture, etc., 5”(,, all calculated oncost. 

(ft) The unexpired insurance w^as: Factory £87, and Office £9. 

(c) The fhovision for Bad Debts is to be made up to a sum equivalent to 
5% on the Sundry Debtors. 

(d) An amount of £48 paid to an injured workman, and included in Manu¬ 
facturing Wages, was recoverable under an Employers' Liability Insurance 
policy. 

(<?) The following valuations were made as on June 30, 19...: Stock £36,891; 
l^oose Tools, £1,562. 

(/) The Debenture Interest due, as on June 30, 19..., has not been provided 

for. 

(g) 'J'he Staff Superannuation fund is to be credited with the company's 
contribution for the year, £0oo. 

R 
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.Vote.—This “ note ” is obligatory (8th Schedule para. 14 (2)). 
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Soles.—ii) Staff Superannuation Fund, per list of balances. i4.r35; add War Ujan Interest, £165. Company’s contribution, /600. 

12) It is assumed that the bank loan is only temj)<'>rary. if it were not repayable for isay.i more than a year ahead it should appear under Fixed Liabilities. 

13) The difference betwt*en the consideration for thf> luistm^ss taken over ^ 40,000, and the net as>pts acquired, ^30,000 is taken to represent the price paid for 

goodwill. ' ' e K 

(4) These two items mu-it be stated separately (Kighth Ifchcduie, para. 3 ff') and '.■i)'-. 
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EXAMINATION QUESTIONS. 

1. The directors of a limited company forfeited 1,000 Ordinary Shares oi £1 
each owing to non-payment of the final call of 105. per share. The shares were 
subsequently re-issuetl to another shareholder for a cash payment of 22s. td. per 
share. 

(1) Are these proceedings intra vires ? 

(2) Wliat steps should you take to enable you to arrive at a decision ? 

(3) How should the transactions be dealt with in the Balance Sheet which 

you are asked to certify ? (Chartered Accountants.) 

2. You are instructed by the directors of a limited company to examine and 
initial as correct all new share certificates before they are submitted to them for 
signature and sealing. 

State in detail how you would proceed, and what books and documents you 
would examine. (Chartered Accountants.) 

3. Compare and contrast the Balance Sheets necessary in: (a) I’rivate 
Partnership; (h) l^rivatc Limited Company; (c) Public Limited Company. 
(Royal Society Arts.) 

4. When auditing the accounts of Hugh Dickson, Ltd., you find the following 
Journal entry:— 

L £ 

Sundry Shareholders ..... Dr. 100 

'I'o Interest Account ..... 100 

For interest at 6% on calls in arrear. 

Do you approve of this entry ? If so, under what conditions ? (Chartered 
Accouniants.) 

5. A limited company, registered on March 31, takes over the assets and 
liabilities of a trading cunceni as on January i. The profits for the six months 
to June 30 were ^5,000. How would you tleal with this sum on closing the 
books on June 30? Is the profit available for distribution? (Chartered 
Accountants.) 

6. A limited company wafkincorporated on April 15, 19..., to take over the 
business of a vendor firm as from December 31 previous. The Agreement for 
Sale was entered into by the vendors with a trustee for the intended company on 
March 31, and was expressly referred to, and its adoption by the company 
providecl for, in the Articles of Association. It contained provisions that all the 
profits of the business as from December 31, 19..., should belong to the company, 
and that the vendors should continue trading in the usual way for the benefit of 
the company until completion, and be indemnified and account accordingly. 
Tlie agreement was adopted on April 30, and completion took place on May 31, 
i The accounts for the year show' a net profit for the wdiole year of £12,000, 
and the Directors proposed to divide the w’hole as dividend. What considerations 
govern the determination of the amount distributable ? (Chartered Accountants.) 

7. A limited company is formed to buy a property from B for £50,000; 
£25,000 in cash and £25,000 in shares. The Capital is £75,000 in 75,000 sliares 
of £i each. 55,000 shares are issued, 55. payable on application, 5s. on allotment, 
55. on first call, and 55, on final call. 

The purchase money, £25,000, is paid, and the consideration shares are 
allotted to B. 

The preliminary expenses, £2,200, arc paid by the company. Shareholders 
holding 820 shares fail to pay the final call, and the shares are forfeited under 
the Articles of Association. 

State the Cash Book, Journal, and Ledger entries necessary to record the 
facts. (Incorporated Accountants.) 

8. Chatenays, Ltd., have accumulated a Reserve Account of £50,000. The 
Nominal Capital of the Company consists of 300,000 shares of £i each, of which 
200,000 shares have been issued and fully paid up. The directors propose to 
distribute the Reserve Account by the issue of one fully paid share for every four 
shares held. What is your opinion of tliis proposal ? Give the entries necessary 
in order to record the new issue of shares in the Company’s books and Balance 
Sheet. (Royal Society Arts.) 



HIGHER BOOK-KEEPING AND ACCOUNTS 


510 


9. The Exotic Mining Company, Ltd., with an Authorised Capital of £^0,000, 

undertook on June i, to buy the " Exotic and " Eldorado ’’ gold-mining 

claims from the General Agency Company, Ltd., for 10,000, payable as to 
;£t,ooo in cash, as to ^4,000 in fully paid Ordinary Shares, taken at par, and as to 
;^5,ooo in 6% First Mortgage Debentures. 

On June 7, 19..., the Company offered for subscription 40,000 £j Ordinary 
Shares at a premium of 2s. per share, payable 5s. per share (including 25, premium) 
on application. 5s. per share on allotment, and the balance of 125. per share on 
July 15, 19.... 

Applications were received for 35,950 shares, all of which were allotted on 
June 10, 19.... All allotment moneys were duly paid on June 14, 19.... 

The purchase agreement was carried out on June 10, 19..., the requisite 
allotments of shares and debentures and the payment of cash then being made. 

All shareholders, except one holding 100 shares, duly paid the calls due on 

July 15- 

The shares belonging to the defaulting member were declared to be forfeited 
by the Board on July 3r, and were re-issued by the Board on August 7 to the 
chairman (the Hon. Hugo Porter, M.P.), on his paying in cash the 12s. per share 
left unpaid by the original allottee. 

Pass these transactions through the Company's books of account, and prepare 
a Balance Sheet at their conclusion. (London Chamber Commerce.) 

10. The following are Balance Sheets of two Companies, A and B, on June 30, 
19...:— 

Company A. 


Share Capital, fully paid 
Forfeited Shares Accounts 
Debentures 

Plant and Machinery . 
Freehold Pro})erty 
Bank Account 
Goodwill 
Sundry Creditors 
Sundry Debtors . 

Stock 

Profit and Loss Account 


Company B. 


Share Capital 

Debentures 

Calls in arrear 

Plant and Machinery . 

Freehold Property 

Debtors and Creditors . 

Stock 

Profit and Loss Account 
Goodwill 


£ 

149,500 

L 

t25 


40,000 

37.500 

43,000 

2,000 

40,000 

5.875 

25,000 

68,000 

20,000 


£215,500 

£215,500 

i 

40,000 

£ 

3,000 

500 


2,500 

2,000 

25,000 

22,500 

18,000 


16,500 


6,000 

;r08,ooo 

;£68,ooo 




Company A decides to take over Company B, and agrees to discharge the 
liabilities and debentures and take over all the assets, the consideration being 
£1,200 cash and ;£3o,ooo shares in Company A, issued as fully paid up. The 
calls in arrear are worthless, and the shares were forfeited by the Directors of 
Company A prior to amalgamation. Company B is to pay its own costs of 
liquidation. 

Draw up a Balance Sheet of the new Company as the result of the incorpora¬ 
tion. (Incorporated Accountants.) 
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11. The Rex Company, Ltd., agreed to purchase from Alfred Pratt the assets 
and goodwill of his business, which were as follows: Freeholds, ^3,000; Plant, 
£8,000; Goodwill, £7,000; Stock, £2,000 = Total Assets of £20,060. Payment 
was made on November i, 19..., as to ;£i5,ooo in 5% Debentures, and the balance 
in Ordinary Shares of £i each, valued at a premium of 5s. each. Show the 
necessary entries in the books of the Company to record the transactions. 

12. A limited company is formed to purchase an existing business with a 
nominal capital of £200,000, one-half in Ordinary and one-half in 5% Preference 
Shares of £i each. 60,000 of the Ordinary Shares are issued at a premium of 55. 
per share, the Preference Shares being all issued at par; 55. per share being 
payable on application and 105. on allotment in each case. £20,000 6% 
Debentures are underwritten at 98%. On account of the purchase money of 
;£54 ,ooo a sum of ;f8,ooo is paid in discharge of the liabilities of the vendor, and 
the following assets taken over: Stock-in-trade, £12,000; Book Debts, 20,000; 
Machinery and Plant, ;^6,ooo. 

Journalise the entries necessary for recording the purchase in the books of 
the company. (Incorporated Accountants.) 

13. On January i, 19..., a company, with a Nominal Capital of £20,000, 
divided into 10,000 Ordinary Shares of £i each, and 1,000 6% Preference Shares 
of ;fio each, was formed to acquire the business of Albert Durand. It was 
agreed to allot as fully paid to the vendor, as purchase consideration of the assets 
acquired, 5,000 Ordinary Shares and 500 Preference Shares. On January 5, 
iq..., the balance of the Ordinary Shares was issued to the public at a premium 
of 5s. per share, and 75% of this issue was duly applied for, the terms of subscrip¬ 
tion being 105. per share (including the premium) on application, 75. (id. per share 
on allotment, and the balance on March 31, 19.... 

The company carried out its agreement with Albert Durand, and went to 
allotment on January 12. All cash due on application and allotment was paid 
with the exception of that due on allotment of 500 shares to Victor Verdier. 
These shares were forfeited by resolution of the directors on March 15, 19..., and 
were re-issued on March 22, 19..., to Hugh Dickson on payment of the amount 
due on the shares. 

You are required to show ^ow these transactions would appear in the books 
of the company, assuming that the call due on March 31, 19..., has been made, 
but that no cash has been received in respect of it. (London Chamber Commerce.) 

14. Simcox and Westby’s Balance Sheet at December 31, 19. i, showed the 
following figures: Land and Works, 120,000; Stocks and Work in progress, 
£70,000; Patents, Licences, etc., /io,ooo; Book Debts, £60,000; Cash at 
Bankers and in hand, ;£40,ooo; Bills Receivable, ;^io,ooo; Trade and Cash 
Creditors. 100,000. 

They sold the business to a company (which was formed with a Share Capital 
of /200,ooo, divided into 100,000 Ordinary and 100,000 Preference Shares of £i 
each, and a Mortgage Debenture Capital of 00,000) for £300,000, to be satisfied 
by the issue to them of the whole of the Ordinary Shares, 50,000 of the Preference 
Shares, ^£50,000 Debentures, and the balance in cash. 

The balance of the Preference Shares (at par) and of the Debentures (at 105) 
were issued to and taken up and paid for by the public as follows;— 



Preference 

Deben¬ 


Shares. 

tures. 

On application 

25. 

25% 

On allotment 

85. 

40% 

On March 31 , 19.2 . 

105. 

40% 


Underwriting and preliminary expenses amounted to ;£ 16,000. 

Make the necessary entries in the company's books, and prepare the opening 
Balance Sheet. (Chartered Accountants.) 

15. Make the necessary Journal entries to record the following transactions of 
a limited company:— 

(1) January i, 19...—^The company purchased from vendors Plant and 
Machinery valued at ^5,000, Stock-in-trade valued at ;£2,500, and Patent Rights 
valued at £3,000. 
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(2) January 10, icy... —The company allotted to vendors, in part payment of 
purchase of these assets, 800 fully paid Ordinary Shares ol £10 each, and issued 
25 Mortgage Debentures of £100 each in satisfaction of the balance of purchase 
money. 

(3) January 15, 19...—The company allotted to applicants 1,000 Ordinary 
Shares of ^10 each, having received on same date £2 per share, the amount 
payable on application and allotment. 

{4) February 15, 19...—First call of £2 per share made on 1,000 Ordinary 
Shares. 

(5) February 20, 19...—Payment of first call received in full. 

(6) March i, 19...—The company received :i2,5oo in respect of fiook Debts 
due to vendors, agreed to be ct»liected on their behalf. Vendors agreed to 
accept 30 Mortgage Debentures of ^loo each in pa3'ment thereof, and these 
Debentures were issued to them on this ilate. 

(7) April j, !()...—Certain shareholders being desirous of paying up the 
balance due on their shares pending further calls, the company agreed to allow 
them 5% per annum interc.st on the calls paid in advance. ^^3,000 was received 
on this date from shareholders under tliis arrangement. 

(8) April 15, 19...—The company applied the sum of £2,y'to in redeeming 
20 Debentures of £100 each at a ])r(‘niium of io'Jq with ^roo interest thereon to 
date of redemption. 

In addition to the entries in the Hooks of Account, state briefly what other 
entries must lie made in the records of the company in respect of the above 
transactions. {Chartered Accountants.) 

16. The Esk Vale Lumber Company, I.td., agreed to purchase the business 
of O. Henry, timber merchant, as on January i, 19.... O. Henry's Balance 
Sheet on that date was cis billows:— 

Liabilities. £ Assets. £ 

Sundry Creditors . . 2,500 Land and Buildings (subject 

Bills Payable ... to Mortgage contra) . . 30,000 

Loan on Mortgage of T.and Fixed Plant and Machinery . 10,000 

and Buildings contra . 10,000 , Loose I'lant and 'J'ools . 3,000 

Bank Overdraft . . . 15,000 • Stock-iri-trade . . . 12,000 

O. Henry’s Capital . . 32,500 ; .Sundry Debtors . . . 10,500 

Cash in hand . . 500 

;^ 7 i 6 ,ooo £66,000 

The purchase price was fixed at £55,000: and, in addition, the Ksk Vale 
Company, Ltd., took over the mortgage, and agreed to discharge the liabilities 
to Sundry Creditors and upon Bills Payable. The purchase price was to be 
discharged by the payment of £20,000 in cash and the allotment of £20,000 
Ordinary Shares, fully paid, and ;fi5,ooo 6% Cumulative Preference Shares, 
fully paid. 

The purchase was completed by the payment of the cash and tlie allotment of 
the shares on February 2. 19.... 

Make the necessary Journal entries (in the books of the Fsk Vale Lumber 
Company, Ltd.) for recording the above transacticnis. [Chartered Accountants.) 

17. The Wire H.ope Company, Ltd., was formed b) acquire the business of 
Galt & Co., whose Balance Sheet at the date of purch;ise was agreed as follows:— 


Liabilities. 

i 

Assets. 

£ 

Creditors 

2,500 

Cash in hand 

^75 

Capital 

13,000 

Cash at Bank 

«^5 



Debtors 

3,100 



Stock-in-trade 

5,000 



Fixtu^€^s, etc. 

500 



Machinery . 

3,900 



Leasehold Premises 

2,000 




5.500 
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The agreement entered into provided that the purchase price should be 
jfi8,ooo, i>ayable as to £12,000 in cash, and as to ;^6,ooo by the allotment of 
6,000 fully paid shares of £i each in the Company. The Nominal Capital of the 
Company was ^30,000, of which 20,000 shares of £1 each were allotted on July i, 
19..., payable as to los. on application and los. on allotment. The whole of the 
cash due in respect of the shares w'as duly received. The cash consideration was 
paid by the Company on July 20, and the vendor s shares were allotted on that 
date. The preliminary expenses amtiunted to £^00. 

Open the books of the Company, recording the above transactions, and 
prepare a Balance Sheet as at July 20. (Incorporated Accountants,) 

18. The Atalanta Insurance Company (having on June 30, 19..., a called-up 
Capital of ^250,000 in £\o shares, £\ paid, quoted on the market at £22 los., and 
a Reserve. Fund of £1,500,000) yiurcluises, on November 30, 19..., the business of 
the X.Y.Z. Insunincc Company (liaving rm June 30. 19..., a called-up Capital of 
£200,000 in £20 sliaros, £2 paid, quot<.*d on ihc market at £8 los., and a Keserve 
Fund of £600,000) for £.45 for each five shares, giving one-half of the consideration 
in its shares taken at the value of £22 10s, each, and one-half in 4% Debenture 
Stock taken at par. In adrlition, 7.9. a share in cash is to be given by w'ay of 
dividend to December 31, i<).... 

Show how the accounts of the Atalanta Company will stand after the purchase 
has been completed. (Chartered Accountants.) 

IQ. The A ('onipany, Dtd., in 19- sold one department of its business to 
the B Company, Ltd. The value of this branch, according to the books of the 
Company, was £20,000. The purchase price was fixed at £30,000, to be dis¬ 
charged by the issue to the A Company, Ltd., of 30,000 Ordinary Shares of £i 
each, fully paid, in the B ('ompany. Ltd. 

The A Company, Ltd., had borrowed from S. Antony £20,000 at 6%, and 
the B Company, Ltd., being very prosperous, Antony^ in 19..., agreed to accept 
j 0.000 B Comj>any sliares at £2 per share in discharge of the loan. These shares 
were acconlingly transferred to Antony on June 30, 19_ 

Draft the Journal entries nt*ces.sary to record the above transactions in the 
books of the A Company, Ltd.^ How would you deal with the apparent profit on 
the sale to the B Comjuiny, Ltd., and on the transJer of the B sliares to Antony ? 
(Chartered Accouniants.) 

20. The Simplex Engineering Company, Ltd,, purchased certain patents from 
C. liantock, under an agreement dated June 30, 19..., at a cost of £40,000. 
£1.000 of this sum was to be yiaid to the vendors in cash, and the balance in 
fully j>aid £10 Ordinary Shares. 

Including the shares allotted as fully paid to the vendors, the Company 
issued Capital to the extent of £73,000, consisting of £50,000 in Ordinary Shares 
of £10 each (£i on application, £4 on allotment, and £5 at the end of three months), 
and £25,000 in 5^0 Preference Shares of £5 each (£1 on application, £2 on allot¬ 
ment, and £2 at the end of three months). 

Un<ler the agreement with Baiitock, the patents passed to tlie Company on 
July 9, 19..,, which date was also tlie date of allotment. 

All the shares issued to the public were fully subscribed and duly paid for 
with the exception of £200 calls in arrear on the Preference Shares. All cash 
was paid direct to the Company's Bankers. 

Make the necessary entries in the books of the company to give effect to the 
above transactions, and show how they would appear in the Company’s first 
Balance Sheet. (London Chamber Commerce.) 

21. On December 31, 19..., the Spen Main Colliery Company, Ltd., had 
Ordinary Share Capital, authorised and fully subscribed, of £200,000, in shares 
of £10 each, and a General Keserv'e of £150,000, During 19... the Capital was 
increased by £100,000, in new shares of £i each; and the original shares were 
converted into shares of £i each. Resolutions were duly passed, whereby 
£100,000 of the Reserve was distributed to the ordinary sh.areholders as bonus, 
and was applied in satisfaction of new shares issued to the shareholders at par. 
Set out the Journal entries and the accounts in full recording the foregoing 
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transactions, and the information, in respect tliereof, which should appear on the 
Balance Sheet of the Company as on December 31, i<}— {/Chartered Accountants.) 

22. The following particulars have been extracted from the Balance Sheet of 
Soleil d*Or, Ltd., as on December 31. :— 


Capital. 


Nominal: 10,000 5% Preference Shares of £^ each 
100,000 Ordinary Shares of £\ each 

£ 

50,000 

100,000 



£\ 50,000 


Issued : 5,000 5**0 l*refcrenco Sliares of ;^'5 each 
50,000 Ordinary Shares of £1 each 

Reserve Fund ...... 

Profit and I^jss Account (Balance) 

25,000 

50,000 

75,000 
20,000 
j 2,000 


During the year 19,.. resolutions were duly passed as follows:— 

(1) A resolution converting the Preference Sliares into Preference Shares of 
each. 

(2) A resolution declaring a Iwmus of 2o‘’„ on the Ordinary Shares, to be 
provided as to £0,000 out of the Reserve Fund, and as to the remainder out 
of the balance of Profit and Loss Account. The bonus to be satisfied by the 
issue of one fully paid Ordinal*)’ Share for every live Ordinary Shares lielcl. 

Give the Journal entries which are nece.ssary to carry out th(? above resolu¬ 
tions, and show how they would affect the Balance Sheet of the Company as on 
December 31, 19.... Assume that the profit for the year 19... amounted to 
£^,000. (London Chamber Commerce.) 

23, On December 31, 19.,., the Balance Slic*.t of Ravary’s, Ltd., was as 
follows:— 


LrABILlTlES. 


Assrirs. 

i 

*^ominal Capital, /2o,ooo. 


Land and Buildings 

2.00< 

divided into 10,000 0% 


Plant and Machinery . 

5,00c 

Cumulative l*reference 


Tools and IHensils 

1 ,oo< 

Shares of /i each, and 


Stock 

7,00c 

10,000 Ordinary Shares of 


Sundry Debtors . 

3,00c 

£\ each. 


Bills Receivable . 

90( 

[*aid-up Capital:— 


('ash 

100 

6,000 Ordinary Sliares 

6,000 

Profit and Loss Account ; 


6,000 Preference Shares 

6,000 

Dr. Balance 

8.000 


] 2,000 



5% Debentures 

3,000 



Sundry Creditors 

3,000 



Bills Payable 

3,000 



Bank Overdraft 

4,000 




^27,000 


£27,000 


It was decided to reconstruct the Company, and for this purpose Ravary's 
(19...). Ltd., was registered with a Capital of £10,000, divided into 8,000 Ordinary 
Shares oi £\ each, and 12,000 7% Preference Shares oi £i each, to take over the 
assets and liabilities of the old company. 

The Debenture holders of Ravary's, Ltd., agreed to accept 7% Cumulative 
Preference Shares in Ravary's (19...), Ltd., in exchange for their Debentures, 
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The Preference shareholders in Ravary’s, Ltd., were to receive one Preference 
Share in Ravary's (19...), Ltd., for every three shares held by them in the old 
conipany. 

The Ordinary shareholders were to be allotted one Ordinary Share, 155. paid, 
in Ravary's (iQ --)* Ltd., in exchange for every four shares held by them in the 
old company. 

The costs of the liquidation of Ravary’s, Ltd., were paid by the new company. 

Give the Journal entries necessary to record the above transactions in the 
books of Ravary's. Ltd. (Chartered Accountants,) 

24. Two companies, O and P, amalgamate and form a new company. 

The position of the two companies was as follows;— 


O Company. 


Capital paid up 

Debentures 

Creditors 

Profit and Loss Account 

i 

30,000 

5,000 

5,000 

3,000 

I>ebtors 

Stock 

Goodwill 

i 

18,000 

20,000 

5,000 


£43,000 


3.000 


P Company. 


Capital paid up . 

Creditors 

Profit and Loss Account 

20,000 

8,000 

2,000 

1 debtors 

Stock 

20,000 

10,000 


^£30,000 


£30,000 


The average profits of the O and 1’ Companies have been ;^3,ooo and £2,000 
respectively. 'I'he new Q Company agrees with the O and P Companies to take 
over both concerns for the sum of £60,000, and, in addition, to discharge all 
liabilities; £10,000 to be paid in cash, and the balance in shares. 

The profit on the conversion is to be divided between the shareholders of the 
O and P Companies in the same proportion as the profits previously earned by 
the Companies. 

Draw up a Purchase Account on the completion of the Q Company, and 
show how the Share Capital Accounts in the O and P Companies should be closed. 

C. Cox held 5,000 £i shares in O Company and 4,000 £1 shares in P Company. 

Show how much cash and how many shares Cox should receive from the new 
Company. (Incorporated Accountants.) 

25. X, Y. and Z, each with a separate business, agree to amalgamate and 
carry on as a private limited ^liability company with a nominal Capital of ;^40,ooo; 
each taking, as payment for his Capital, fully paid-up shares in the company, 
and the assets and liabilities being taken over as they stand in the books of the 
several businesses. 

X's assets and liabilities were: Stock, ;£3,ooo; Book Debts, ;£5,350; Bills 
Receivable, £i,^S2', Balance at Bank, £^9S\ Sundry Creditors, £$,000 \ Bills 
Payable, £2,000. 

Y's assets and liabilities were: Stock, £4,290; Book Debts, £9,250 ; Bills 
Receivable, £1,580; Balance at Bank, £1,290; Sundry Creditors, £8,395. 

Z’s assets and liabilities were; Stock, £8,000; Book Debts, £18,950; Bills 
Receivable, £3,860; Balance at Bank, £2,350; Sundry Creditors, £15.382; 
Bills Payable, £5,852; Reserve Fund, £5,000. 
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Prepare tlie initial Balance Sheet of the Company. The preliminary expenses 
of formation, amounting to £2^0, were paid. (Chartered Accountants.) 


26. When auditing the books of a limited company, you find the under¬ 
stated Journal entry:— 


i £ 

Loan Account, Dr. ...... 10,000 

To London and Loamshire Bank . . . 10,000 

For loan secured by the issue of /i2,000 of the 
5% Debentures of the company. 


Explain the meaning of this entry, and slate how the transaction should 
appear in the published Balance Sheet of the company. (Chartered Accountants.) 

27. The following are the Balance Sheets on December 31, ly..., of the Fas 
and !Nefas Companies respectively :— 


Fas Company. Ltd. 

Liabilities. 

Capital, 100,000 shares, vi 
each, fully paid 
Sundry Creditors 
Reserve .... 

I*rofit and T-oss, balance 


/i4i,56y I £141,560 


100,000 

t8,I2c) 

7,000 

16,440 


Assets. 
Freehold Premises 
Machinery and Plant . 
Sundry Debtors 
Stock 

Cash in Bank and in hand 


£ 

22,500 

32.659 

24,682 

38,640 

23.0S8 


Li.abilities. 
Capital, 6,000 sharers, 
each, fully paid 
Sundry Creditors 


Nefas Company, Ltd. 


£ 

Asskt.s. 

£ 


Machinci y and l*lant, cost 

22,240 

30,000 

Sundry Debtors 

6,249 

10,270 

Stt>ck 

9.4^3 


Ccisli 

129 


I'rolit and Loss, balance 

2,229 

;f40,270 


^£40,270 


It is agreed that the Fas Company shall purchase the Nefas Company as on 
December 31, 19..., on the follow'ing basis:— 

(1) A dividend of 15% to the shareholders of the Fas Company, to be 
declared prior to the amalgamation. 

(2) The Fas Company to take over the assets of the Nefas C'ompany, the 
consideration being: (a) The payment of the liabilities of the Nefas Company; 
(b) the payment of the costs of amalgamation ; (c) the issue to the shareliolders 
of the Nefas Company of seven fully paid shares of £i eacli in the Fas Company 
for every two fully paid shares in the Nefas Company. 

The costs of amalgamation amounted to /i,2o6. The floating assets of the 
Nefas Company were worth the values stated on the Balance Slieet. Draft the 
Journal entries recording the purchase in the books of the Fas Company, and 
set out the Balance Sheet of the Company after the amalgamation. (Chartered 
Accountants.) 

28. Two companies carrying on similar businesses decide to amalgamate as 
on and from January i, 19..., 

Their respective agreed Balance Sheets at December 31 previous were as 
follows:— 
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X Company, Ltd. 


Liabilities. 


1 

Asspjt.s. 

£ 

7,500 Ordinary Shares, 



Freehold Land and Buildings 

12,000 

each 


75,000 

Plant and Machinery (less 


Sundry Creditors 


4,000 

dejjreciation) . 


Keservo Fund 


5,000 

vStock .... 

15,000 

Profit and Loss Account 


2,000 

Sundry Debtors . 

8,000 




Cash in hand and at Bank 

1,500 




Goodwill .... 

30,000 



/86,ooo 


£86,000 



Y Company. Ltd. 


Liabilities. 


£ 

Assets. 

£ 

5,000 Ordinary Shares of £10 


Plant ami Machinery . 

25,000 

each 


50,000 

Stock .... 

12,000 

Sundry Creditor.s 



Sundry Delators . 

6,000 

T)epreciation Fund 


2,500 

Cash in hand and at Bankers 

500 

Profit and Loss Account 

• 

2,500 

Cioodwill .... 

15,000 



£5^ 


£58,500 


X Cfjmpany, T.ld., which has been in existence for several years, has rep^ularly 
depreciated plant and maeliinery, but Y CN)inpany, Idd., only commenced 
business on January i, 19 .., and plant and machinery stands at cost, depreciation 
havinj^ been provided for by means of a J!)eprociation Fund. 

It is agreed that the combined Company shall take over the assets (including 
goodwill) and discharge the liabilities of each Company on the basis of the figures 
in their respective Balance Sl*pets. 

The Capital of the combined Company was /2oo,ooo, divided into 100,000 
Ordinary Shares of £1 each, and 100,000 6% Cumulative Preference Shares of £i 
each. 

The combined Company issued /i5,000 Ordinary Shares at par for cash, and 
agreed t(^ allot to each shareholder in the X and Y Companies five Ordinary and 
five Preference Shares of each, fully ])aitl, in exchange for each £jo share held 
by them, and to discharge any balance in cash. 

Draw up the I tala nee Sheet of tlie combined Company, after the above 
transactions have been completed, and show what each shareholder in the Z and 
Y ("ompanios would receive in shares in the new Company and in cash. {Chartered 
Accountants.) 

29. Two private companies, the A Company, Ltd., and B Company, Ltd., 
amalgamate in the following manner:— 

A holding company, called the C Company, Ltd., was registered on July i, 
10..., with a. Capital of ^200,000 in £1. shares, to purchase all the Ordinary Shares 
of both Companies. X, the Managing Director of the A Company, iTd., and Y, 
the Managing Director of the B Company, Ltd., each took up and paid for 1,000 
shares. 

The Issued Capital of the A Company, Ltd., consisted of 75,000 Ordinary 
Shares of £i each, fully paid, and 60,000 6% Cumulative Preference Shares oi £1 
each, fully paid. The Issued ('apital of the li Company, Ltd., consisted of 40,000 
Ordinary Shares of £i each, fully ]>aid. 

The A Company, I-td., shareholders received one £\ share fully paid in the 
C Company, Ltd., in exchange for each of their Ordinary Shares. The B Company, 
T.td., shareholders received one and a half £i shares, fully paid, in the C Company, 
Ltd., in exchange for each of their Ordinary Shares. 

The formation and preliminary expenses of the C Company, Ltd., amounting 
to ;fi,5oo, were paid out of cash. 
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Make the necessary entries in the books of the three companies to give effect 
to the above arrangements, and set out the opening Balance Sheet of the C 
Company, Ltd. (Chartered Accountants.) 

30. The X Company agreed to take over the Y Company as a going concern. 
The X Company was to pay the debentures and liabilities of the Y Company, 
and take over the assets, the consideration being the issue by the X Company of 
40,000 fully paid shares of each, and the payment of /3.000 in cash to the Y 
Company. The X Company was to pay the liquidation expenses, which amounted 
to 

The balances in the books of the respective Companies as on the date of 
absorption, are as follows:— 


Nominal Share Capital:— 

X Company, 200,000 shares of £i 
each. 

Y Company, 75,000 shares of /i 
each. 

Capital issued 
Unpaid Calls 
5% Debentures 

Freehold and Leasehold I'roperty 
Goodwill .... 
Sundry Creditors . 

Sundry Debtors 
Bank Balances 

Stock ..... 

Plant and Machinery 
Bills Receivable 

Profit and Loss Account (Balance) 


X 

Dr. 

Y 

Dr. 

X 

Cr. 

Y 

Cr. 

£ 

£ 

£ 

£ 



150,000 

50,000 

500 

ICO 

— 

— 

— 

I - 

50,000 

10,000 


35,682 

— 

— 

30,000 

' 5,000 

— 

— 

— 

— 

8,342 

4.362 


3.984 

— 

— 

16,842 

1 

— 

2,000 

I7,ij26 

7.852 

— 

— 

38 . 7 f <8 

,I (*.439 

— 

— 

1 3 .f> 2 i 

- i 

— 

— 


- 1 

9,885 

2,695 

^218,227 

! 

;i(> 9 .o 57 1 

£ 21 ^, 22 J 

69,057 


Assume that the absorption was duly effected, but that the unpaid calls and 
a book debt of £^00 due to the Y Company proved irrecoverable. 

Prepare the Balance Sheet of the X Company after absorption of the Y 
Company. (Chartered Accountants.) 

31. The accounts of the Clifford Trading Co., Ltd., for the financial year 
ended April 30, 19..., show a net profit of 25,000. The Company has an 
issued and paid-up capital of ;£6oo,ooo divided into 400,000 Ordinary Shares 
of each and 200,000 6% Preference Shares of each. There was a credit 
balance of ^^24,891 13s. 4d. brought forward as Profit and I-oss Account from the 
previous period. The directors decide at March 31, 19..., subject to the approval 
of the members in General Meeting, to apportion the available profit as follows: 
(i) Pay the year's dividend on Preference Shares. (2) Write £10,000 off Goodwill. 
(3) Carry £20,000 to General Reserve Account. (4) Redeem 25 Debentures at 
;^i,ooo each at par. (5) Pay a dividend on the Ordinary Shares free of Income 
Tax up to such an amount as will leave a balance of not less than £20,000 to be 
carried forward. 

Show the effect of this decision of the directors in the form of an Appropriation 
Account, making a reserve for Income Tax at 45. in the £. It may be assumed 
that all items in the Profit and Loss Account have been allowed for Income Tax 
purposes. 

32. The Profit and Loss Account of Soleil d'Or, Ltd., prior to the payment 
of debenture interest for the half-year to December 31, 19..., disclosed a profit of 
£i 2,850 as on December 31, 19.... The Paid-up Capital of the Company consisted 
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of ^100,000, divided into 50,000 5% Preference Shares of ;£i each, and 50,000 
Ordinary Shares of £1 each. 100 Debentures of £100 each at 4% had also been 
issued. The directors made the under-mentioned recommendations for the 
disposal of the above balance which were approved by the shareholders at the 
annual meeting: (i) To pay the half-year’s interest to December 31, 19... due on 
the Debentures. (2) To pay the Preference dividend for the half-year to 
December 31, 19.... (3) To pay a dividend for the year ended December 31. 

19..., of 10% on the Ordinary Shares, free of Income Tax. {4) To transfer £5,000 
to Peserve. raising that Account to 15,000 in all. (5) To carry forward the 
balance to next year. Show the entries necessary to record these transactions in 
the books of Soleil d'Or, Ltd. (London Chamber Commerce.) 

33. The Profit and Loss Account of a limited company showed a credit 
balance of ;£53,368 los. 8d. 

The directors of the company decided to dispose of this balance as follows: 
(i) To transfer /300 to a Forged Transfers Reserve Account and /8,ooo to General 
Reserve Account; raising the latter to ;£2o,ooo. (2) To pay the half-year’s 

dividend due on the ;£t 50,000 6% Preference Shares. (3) To pay a dividend of 
8% on the £250,000 Ordinary Shares free of tax. (4) To write off the balance of 
the Debenture Issue Expenses Account which stood at £5,^*]^- (5) To carry 

forward the balance to next year. 

Assume that these propo.sals were confirmed by the shareholders, and give 
the entries necessary to record them in the books of the company. Assume 
that Income Tax was 95. 6^Z. in the £. 

34. The Newspaper Trust, Ltd., was registered (Nominal Capital 110,000— 

50,000 7% £i Preference Shares. 50,000 £\ Ordinary Shares, and 10,000 £\ 
Deferred Shares), to purchase an established county newspaper. All the 
Preference Shares were issued fully called and paid up. All the Ordinary Shares 
were offered, and 45,000 applied for and allotted, 15s. per share was called and 
paid up, except a <'all of 55. per share on 1,000 shares. 2,000 Ordinary Shares 
were paid up in full. The 10,000 Deferred were issued to the vendors fully paid 
as the purcliase price of the goodwill. On July i, 19..., 200 6% £100 Debentures 
were issued at 95 and fully paid up. Interest due on these debentures as on 
December 31, 19..., had not l.f-en passed through the books. In addition to the 
L(Mlger Accounts representing the above transactions, the following Ledger 
balances were extracted from the books of the Company as on December 31, 
T<)...: Machinery and Plant, £14,800; Monotype Machines, £6,860; PYeehold 
Works and Offices, £51,229; Sales, £22,041; Sales (Cash), £982; Advertisement 
Receipts, £26,518; jobbing Printing Receipts, £987; Printers' and Compositors’ 
Wages, £13,221; Office Furniture, £680; Cash at Hank, £8,123; Cash in hand, 
£421; Sundry Creditors, £224; Sundry Debtors, £8,460; Purchases (Ink and 
l*rinting Materials), £6,956; Sales Returns, £989; Management and Office 
Salaries, £3,578; Office Expenses, £397 : Advertisement Canvassers' Salaries and 
Commission, £1,326; Discount Account (Debit balance), £123; Printing Works 
Expenses, £1,784; Carriage Outwards, £22^', Carriage Inwards, £198; Bad 
Debts, £188 ; Bad Debts Provision (January i), £200 ; Coal and T-ighting (Works), 
£972; Coal and Lighting (Otfice), £54; Kates, Taxes, Insurance (Works), £424; 
Rates, Tax?s, Insurance (Office), £98; Cost of Literary Contributions, £244; 
Machinery Repairs, £632; Stock of TyP^» Plates, etc. (January i), £12,965; 
New Type purchased, £1,284; 1,000 £i Shares in Loamshire Evening News 

purchased at 15s. per share, £750; Stock of Paper, Ink, etc. (January i), £9,872; 
Motor Vans, £6,500; Directors’ Fees, £600. 

Prepare Trading and ITofit and Loss Accounts for the year ended December 
31, 19..., and a Balance Sheet as on that date, taking into account the following: 

(a) Depreciation, Machinery and l^lant, to%, Monotj’pe Machines, 15%; 

(b) £1,000 is to be provided in connection with pending action for libel; (c) £120 
paid to an injured workman and included in Printers’ Wages is recoverable from 
an Insurance Co.; (d) Bad Debts Provision to be increased to equal 5% on Sundry 
Debtors; (e) Stock, Paper, Ink, etc., December 31, 19..., was £8,740. On the 
same date Motor Vans were £5,800 and Type, Plates, etc., £13,000; (/) £2,500 of 
*' Advertisement Receipts ” represent unexpired prepaid advertisements, and is 
to be carried forward to next >'ear; (g) the Loamshire Evening News went into 
liquidation, and the shares are to be written off; (h) One-fifth of the Debenture 
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Discount is to be written off; («) No entries have been made in the books 
in respect of twelve months’ Interest at 5% due upon the calls made in 
advance. 

35. The Rayon d'Or Copper Mining Compan}^ was registered on January i, 

19..,, with a nominal capital of 100,000 Ordinary Shares of £\ each to w'ork 
concessions, for which ^30,000 was paid. All the Capital was issued, and 155. 
per share paid up as on December 31, 19.... One shareholder had also paid up 
the balance of 55. per share on his holding of i.ooo shares. On July i, 19..., the 
Company issued 100 8% Debentures of £100 each at 105, the issue being fully 
subscribed and paid up. During the year 19..., a deposit of vanadium was found, 
and the directors decided to treat all expenditure thereon as capital expenditure 
pending developments. In addition to the accounts necessary to record these 
particulars, the following balances were extracted from the Compan5^’s books as 
on December 31, 19...: Buildings, Loose Tools, Machinery and 

Plant, /iq,8oo; IVeliminary Expenses, /i,25o; Stock of Stores (January 1), 
/4,I98; Workmen’s Wages, Ig.Syz: Workmen's Wages (Vanadium), 1,288; 
Office Furniture, £Soo; Carriage and Freight, /4.87(>; Carriage and Freight 
(Vanadium), ^^1,124; Salaries, £2,gio; Salaries (Vanadium), £150; Stores 
purchased, j^’3,24i ; Stores purchased (Vanadium), /i,i24; Law Costs, £32^}; 
Rates, Taxes and licences, £1,340; Kates, Taxes and IJeences (Vamidium), 
£250; Light Railway W’agons, etc., £10,450; Bills I'ayable, £981 ; Bank Over¬ 
draft, £5,860; Cash in hand, £984; Sundry Creditors, £4,238; Sundry Debtors, 
£12.940; Fuel, £3,490; Fuel (Vanadium), £940; Sales of Copper Ore, £46,087; 
Slarine Insurance, £1,298; Office Expenses, £321 ; Office Expenses (Vanadium), 
£50; Directors’ Fees, £1,000; Transfer Fees, £5. 

Prepare a Working Account for the year ended December 31, 19..., and a 
Balance Sheet as on that date. Before doing so take the following matters into 
consideration: (ei) Write off to”;, l)eprec;iation from iVlachinery and Plant, 5”;, 
from Office Furniture, and £t,ooo from Buildings ; {b) Stores on hand on December 
31, 19..., were valued at £3,876, Light Railway Wagons, etc., at £9,000, and Loose 
Tools at £600 ; (r) Write oil 30”.;, of the preliminary Expen.s(‘S ; (i/) Create IVovision 
for Bad Debts equal to 3”,, of the Sundry 1 )ebtors; {(') The sharehokUu* who paid 
his call in advance is entitled to 5”;, interest theredii for 12 months, but no entries 
have 5'et been matle; (/) Debenture interest due December 31, 1919, lias not 
been passed through the books. 

36. Tlie Cosmopolitan Hotel Company, Ltd., was formed to purchase an 
old-established hotel, and was registered with a nominal capital of £110,000. 
divided into 50,000 Ordinary Shares of £1 each, 30,000 Cumulative Preference 
Shares of £i each, and 10,000 Deferred Shares of £r each. All the Deferred 
Shares were issued to tlie vendors as the purchase price of the Goodwill. The 
Ordinary Shares were issued at par, and the Preference Shares at a premium of 
2s. C>cl. per share. Both classes of shares were fully subscribed and paid up. 
except that the final call of 5s. per share upon 1,000 Preference Shares remained 
unpaid as on December 31, 19— On July j, 19..., 200 6% Debentures of £100 
each, repayable at par in ten years, were issued at 93, fully subscribed and paid 
up. In addition to the accounts represented by tlie foregoing, the following 
ledger balances were extracted from the Company's Ijooks, as on December 31, 
19...: Freehold Hotel, £134,400; Furniture and Fittings. £22,800; Preliminary 
Expenses Account, £800; Purchases —Provisions, £38,726; Wines, Beer, and 
Spirits, £22,462; Sundries, £624; Wages of Waiters and Staff, £8,986; Office 
Salaries, £827; Hotel Takings, £99,861; Laundry Expenses, £1,794: Bar 
Takings, £12,842; Billiards Takings, £416; Carriage Inwards, £347; Laundry 
Receipts, £1.912; Sundry Working Expcn.ses, £i,2<j6; Coal and Lighting, £842: 
Repairs to Furniture, etc., £2,441; Motor cininiluises, £2,400; Advertising, 
£}» 575 \ Discount Account (Credit Balance), £342; Omiiil)us Receipts, £1,284: 
Transfer Fees. £5 ; Stock (January i), £5,980; iTofit and Loss Account, January 
I, 19... (Credit Balance), £13,842; Sundry Creditors, £1,869; Sundry Debtors, 
£798; Directors’ Fees, £300; Ca.sh at Bank, £4,864"; Cas)» in Hand, £897; 
Preference Share Dividend for half-year to June 30, 19..., £1,750; Rates, Taxes, 
and Insurance, £2,162; Bad Debts, £96. 

Prepare Trading and I^rofit and J.oss Accounts for the year ending December 
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31, Iand Jialanrc Sheet as on that date, jieforc i>reparing the Accounts 
make the following adjustments: (a) The debenture Interest due on December 31, 
had not been passed through tlic books. (/^) As on December 31, 19..., 
the following amounts were outstanding and had not been provided for: Wages, 
Salaries, /52, Excess Profits Duty, (c) Insurance paid in advance 

amounted to as on l\)eceinber 31, 19.... (c/) Depreciate hurniturc and 

h'ittings, 15% and Motor Ornnil^iLses, 20%. (/■) TIkj Stock of Wines, Spirits, and 

IVovisions on hand as on December 31, 19..., was valued at fj/iii, (f) Write 
J 200 otl Dey>entiire Discount Accc»iint, and /400 off Preliminary Expenses 
Account. (^') Carry /7,5<Jo to a Heserve Account. {Royal Society Arts.) 

37. The Kugo.sa Manufacturing ('ornpany. Ltd., was registered with a nominal 
capital of 50,000 shiires of £i each, ol which 40,000 shares liad been issued and 
fully called. 

The following Trial P^alance was extracted as on December 31 :— 



f 

£ 

Stock {January 1) . 

l.S,'b4 2 


Manufacturing Wages ..... 

io,fi74 


Coal and ('oke ...... 

1,024 


Purcha.st‘s and Sales ..... 

S2,1.J(» 

I 16,000 

Machinery Kejiairs ...... 



Carriage Inwards ...... 

401 


('arriage Outwards ...... 

064 


Interim Dividend (July i) 

2,000 


Income 'l ax ....... 

1.420 


Hank Loan (3^’o) 


5,000 

Interest on Loan 

125 


Sumlrv 1 )el)loi-s and f'lT'ditors .... 

I(^.^4o 

f>,22 2 

Profit and L<^ss .At.touut (Halante from year) 



Hank (hirr<‘nt Account ..... 

I.bSO 


Cash in liand ....... 

11^2 


Leasehold h'acbnv . .t . 

o..42r 


Macliinery and Pjanl ..... 

7,,S,io 


Loo.se Tools ....... 

1,250 


Share C'apital ....... 


40,000 

Calls in arrear ....... 

TOO 


Rent, ICates, and Light, (factorx’, ; Oflices, /3p’ 

) H7f>i 


Direcl<.>is' h'ees ...... 

1,200 


Otfue Salaries and 1 !.\jk'iis<’S .... 

L425 


()llic(: I'llrnit lire ...... 

500 


Commission ....... 

S (>4 


Returns ........ 

1,20.4 

081 

Preliminary l{.x}>erises \( ctiinit .... 

()00 


'fransfer Fees ... ... 


42 

(iooilwill ....... 

15,000 



£ 17b,ooo 

176,000 


A'ou are required to prepare Manufacturing and Protit and Loss Accounts 
for the year ended December 31, and a Dalance Sheet as on that date. 

When prejiaring these acc(Mints, the following matters must be taken into 
consideration: (1) W'rite one tliird f)tt the TVeliminarv Expenses .Account. 

(2) Write depreciation oil .Machinery and Plant, and 5",', off Office Eurnitiire. 

(3) Manufacturing Wages /iNo, and Olhee Salaries £120, hc'id accrued due as on 

December 31, but no entries had been made in the books. (^) Proxide for the 
interest due on the Hank Loan h»r the half-year ended December 31. (5) The 

Stock was valued at /j2,4S4, and Loose '.fools at £i,ooo, as on Decenil)cr 31. 
(b) Provide >1.^50 on the Sundry 1.debtors for bad and doubt fnl ilebts. (7) Provide 
2i% on tile Sundry Debtors for discount. 
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38. The Windyridge Horticultural Company, Ltd., was registered with a 
nominal capitcil of 30,000 shares of £1 each, of which 12,500 shares had been 
issued and fully called up. 

The following Trial Balance w’as extracted from the hooks of the Company 
as on December 31:— 


TRIAL BALANCE. 




£ 

£ 

Share Capital Account ..... 



12,500 

Goodwill ....... 


5,000 


Leasehold Warehouse and Offices , 


5,547 


Loose Tools ....... 


700 


Workmen's Wages ..... 


2,586 


Kent and Rates (Warehouse. £750; Olfiees, £120) 


870 


Purchase's ....... 


9,642 


Sales ........ 


17,894 

Receipts for Construct iiig Gardens . 



L 9 b 3 

Stock (January 1) 


3,861 


Purchases Returns ..... 



94 

Sales Returns ...... 


30 


Carriage Inwards ...... 


127 


Carriage Outwards ..... 


98 


Insurance (Warehouse, £02 ; Offices, £26) 


it8 


Office Salaries 


6t»7 


Directors' Fees ...... 


4.50 


Discount .'\ccount ..... 


37 

Motor I.orry ...... 


1,200 


Office Furniture ...... 


320 


Loan on Mortgage, at lo^,, .... 



2,000 

Interest Account and T^ank ('barges 




Calls in arrear ...... 


250 


Sundry Debtors . . . . . 


3.742 


Sundry Creditors ...... 



2,520 

Heating and Lighting (Warehouse. {J2 ; Office, £; 

15 ) 

107 


Advertising ....... 


975 


Bank Overdraft ...... 



462 

('ash in hand ...... 


107 

Provision for Bad Debts (December 31, 19..) . 


300 

lYofit and I^oss .Account (Balance from last year) 


1,198 

£37 >7 7 ^^ 

£ 37 . 77 « 


You arc required to prepare Trading and I'roht and Loss Accounts for the 
year ended DecemVjcr 31, and a Balance Sheet as on that dale. 

When preparing these accounts, the following matters must be taken into 
consideration; (a) Office Salaries, £;^2, had accrued due as on December 31, but 
had not been passed through the books. (/;) Insurance (Warehouse), £12, had 
been paid in advance, (c) Interest for the half-year to December 31 on the 
Mortgage had accrued due, but had not been passed through the books (ignore 
Income Tax), (d) The following depreciation is to be provided: Motor Lorry, 
15% ; Loose Tools, 25% ; Office Furniture. 5%. (e) The Provision for Bad Debts 

is to be increased to £^00. (/) The Stock on hand as on De.cember 31 was valued 

at £4,062. 

39. The Periiet Manufacturing Company, Ltd., was registered in ig... with a 
nominal capital of £200,000, divided into 150,000 Ordinary Shares of £t each and 
10,000 6% Preference Shares of £5 each. Of this Capital, 65,000 Ordinary Shares 
had been subscribed for and allotted to the public, and 20s. per share called up. 
The whole of the I'reference Shares had been issued and fully called and paid up. 
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On January i, 19..., the Company took over the assets and liabilities of Lamia, 
Ltd., at their book values, which were as follows: Sundry Debtors, ;fi6,i36; 
Sundry Creditors, ;f3,862; Stock, /i4,85o; Machinery and Plant, ^10,890; 
Cash, li,gS6. 

The purchase price was agreed at £^0,000, and was satisfied by the issue of 
50,000 Ordinary Shares in the Pernet ('ompan^'^ issued to the Lamia Company as 
fully paid. 

On July I, 19..., 200 5% Debentures of £100 each were issued at 95. 

In addition to the records arising out of the above particulars, the following 
balances were extracted from the books of the Company as on December 31, 
19...:— 

Machinery and Plant, £‘S'2.,y (>^; Machinery and Plant, Additions during the 
year, Leasehold Wirks, ^*77,^41; Manufacturing Wages, ;f86,968; 

Profit and Loss Account (Debit Balance from last year), ^7,862; Sinking Fund 
for Leasehold Redemption, ;£8,85o; Sundry Debtors, 2,460; Sundry Creditors, 
£ 35 > 5^^3 • Stock (January i), /32,64i ; Factory Power and Light, £^,(>^2 ; (General 
Expenses, £4,7f<5: Ihirchases, £7(>,495: Uncompleted Contracts (January i), 
;£i 3,844 ; Unpaid C-alls (Ordinary Shanks). £300 ; Returns Inwards, £fi 04 ; Returns 
Outwards, £3,241; Loose Tools, £2,804; Machinery and Plant sold during the 
year, ji5,04i ; Management Salaries, £3,522; Machinery Repairs, £1,267; Office 
Salaries, £3,842; Directors’ FVes, £750; Office Furniture, £684; Discount 
Account (Debit Balance), £174; Provision for Bad Debts (January i), £500; 
Travellers' Salaries and Commission, £6,894 > Carriage on Purcliases, £3,641 ; 
Carriage on Sales, £4.846; Transfer Fees, £146: Sales, £r6(),i59; Cash at Bank, 
£3,246; Cash in hand, £1,187: Loan from B«ank, £15,000; Patents, £20,000. 

You are required to prepare Manufacturing and iVofit and Loss Accounts for 
the year ended December 31, i9 --. and a Balance Sheet as on that date. 

When preparing these accounts, the following matters must be taken into 
consideration: (a) No provision has been made for the Debenture Interest due 
on December 31. (/)) As on December 31, the following items were due but not 

recorded in the books: Wages, £996; Office Salaries, £226; and Directors' Fees, 
£75^- (^} Manufacturing Wages, £541, were paid to workmen employed in 

making Loose Toots for the? (^)nipany’s use, but the requi.site transfer had not 
been made, (rf) 'Phe Manufacturing Account is to be charged with two-thirds of 
(ieneral Expenses and Managetneiit Salaries. (< ) Prov ide £500 for fine under an 
uncompleted contract now subject to litigation. (/) The following valuations 
were made as on T)eceiiib<u* 31; Machinery and Idant, £32,640; Loose Tools, 
£2,<)5I ; Office Inirniture, £600; Stock, £28,740; and Uncompleted Contracts, 
£9,641. (g) Keserv<^ 2j"f, for Travellers’ Commission outstanding on December 

Sales, which were £13.960, (/r) The Bad Debts I'rovision is to be made equal to 

5% on the. Sundry Debtors. 

40. The Ramshackle Motor Co., I.td., acquired the undertaking of Messrs. 

Smith Bros., I..td., as at the end of 19_ The follo^^ iiig Statement of Accounts, 

made up to June 30 following, is submitted to you for audit. Criticise the 
statement, taking jit least six points (three on tlie Balance Sheet and three on the 
Trading and Profit and Loss .Account). 



BALANCE SHEET. 



Dr. 

To Capital .... 

£ 

2 *>0,000 

Bv Freehold and Buildinf;;s 


Cr. 

£ 

87,650 

f» £30,000 5% Mnrgtape nehcnturcs 

„ Goodwill, Patents, Patterns, 

Plant, 

issued at 10% Disc^ount 

27,fK)0 

and Work in progress 

74,342 

„ Creditors— 


„ Fixtures and Fittings (Office) 


232 

On Open Account 

■ i iff ,44 4 

„ Investments 


4,733 

Debenture Interest 

1,500 

„ Cash at Bank and in hand 


12,4 zz 

Provision for Bad Debts 

- ,7,944 

„ Capital unissued . 


25.770 

. . 279 

„ Debtoi-s 


2,075 


£395.333 

„ Stock .... 

„ Siisi>ei,se Account 

1 


84,784 

3.227 

£295,223 
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TRADING AND PROFIT AND LOSS ACCOUNT. 


Dr. 


To Stock acquired from Veiuk)rs . 

21 . 44 * 

„ Purchases .... 

5M37 

„ Wages .... 

4 . 3 *?-’ 

„ Rates and Taxes . 

. 1,174 

„ Dcl»enture Interest 

. 1.500 

„ Fuel and Lighting 

1.052 

„ Cartage .... 


„ Ofi&cc Expenses 

3.441 

„ Bad and Doubtful Debts 

279 

„ Preliminary Expenses 

2,143 

„ Directors’ Fees 

1,250 


£Q6,iqS 


Cr. 


By Salos.10,418 

„ Amounts paid on forfeited shares . 385 

„ Appreoiation in value of Securities . 2ig 

„ Sloi k, June 30, 19.84,784 

„ Balance earrieci to Suspense Account 392 


iC96,i98 


41. G. Kiiildem is a motor-car ani.l cycle dealer. He divides his business into 
two departments, viz. Motors {" M ") and Cycles “ C "). 

On March 31, 19..., the following balances were extracted from Emblem's 
books:— 

Stock at beginning of year (“ M," /i 2.812 ; “ C," ;f3,2ro), /i6,o22 ; I’lircliases 
(“ M," C,” £i),222), /3i, 936; Workshop Wages (** M," ^3,2i<S; “ C',” 

;f924), £^,142 ; Workshop Rent and Rates ('* M." *'C," ^250), /r.ioo; 

Workshop Power. Light, and Heating (“ M," £621 ; “ C," /tHz), /803 ; 'J ravellors' 
Salaric's and Commission, /4,6S3; Office and Showroom Sakiries, ^3,846; Office 
and Showroom Expenses, £1/242', Workshop Expenses (“ M," /t, 262; “ C,” 
i 3 *H)* Capital Account (March 31, 1950), /3o,ooo; Leasehold Workshop 

and Offices, /3,264 ; Additions to Workshop during the year, /i,862 ; Machinery 
and Plant, £5,740; Loose Tools (March 31, 19...), £1,282 ; Bad Debts Provision 
(March 31, 19...), £678; Discount Account (Credit Balance), £372; Income Tax 
and Excess i^rofits Dut5^ £2,841; Sundry Debtors, £9,780; Sundry Creditors, 
£14,941; Sales (*'M," £33,8()2; ** C," £12,225)1 £4^,117; Ihirchak^s Returns 
f' M," £1.281; *'C," £101), £r,.|72; Sales Returns M," £842; " C," £47), 
£889; Apprentices' Fees (“ M.” £400; " C," £100), £500; Insurance, Workshop 
(“ M," £1,842; “ C,” £421), £2,263; Motor Lorries, £1,880; Interest and Bank 
Charges, £873; Office Furniture, £560; Carriage Inwards (''M," £1,082; “ C," 
£296), £1,378; Distribution and Advertising Expenses, £5,895: Othce and 
Showroom Rent and Rales, £585; Bills Payable, £1,526; IJrawings Account 
(G. Emblem), £1,000; Cash in liaiid, £137; Bank Loan, £io,oon. 

You are required to prepare Trading and Profit and Loss Accounts for the 
year ended March 31, 19.,., and a Balance Sheet as on that date. The Trading 
and Prcjfit and Loss Accounts are to be prepared in columnar form, showing the 
results of the year's working in each department. The Profit and Loss items 
are to be apportioned as to tw'o-tbirds to " M ” de]>artmcnt and one-third to 
*' C " department. 

When preparing these accounts, the following matters must be taken into 
consideration; (a) On March 31, 1951, the following valuations were made: 
Stock, “ M," £10,726; “ C," £2,010 ; Motor Lorries, £1,700 ; Loose Tools, £1,000. 
(^) The following depreciations are to be provided for: Machinery and l*lant, 
15% J Office Furniture, 10%; Workmen's Wages (‘* M " department), £121, 
had been paid for time in making loose tools, and wag(‘S, £46 (“ C " depiirtment), 
had been paid to an injured workman on behalf of an J^mpJoyers’ Liabilitv 
Insurance Company, by whom it was still owing, (c) Insurance was paid in 
advance as follows: “ M " department, £181 ; “ C " department, £56. (rf) £100 
Apprentices’ Fees (" M ” department) is to be carried to next year as fees received 
in advance. (<?) Interest on cajiital at 5% is to be charged, but no interest is to 
be charged on drawings. (/) An amount equal to 5% on the Sundry Debtors is 
to be provided for bad and doubtful debts. 

42. The following Balance Sheet was issued by the P'ldorado Plantations, 
Ltd. 
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BALANCE SHEET, DECEMBER 31, ly. 


Ds. 


Issued Share Capital . 
Less Calls in arrear 


L 

IQO.OfX) 

8,000 


Bank Loan 

-- 182,000 

48,ocm) 

Sundry Creditors 


Bills Payable 

32,xuu 

Profit and Loss Acc^^uiit— 
Profit for the year . 

9,120 

Less Interim Dividend paid 

9, TOO 

Depreciation Fund 

-20 

5,000 


£270,767 


Le.aseho]d Land, Buildings and Machin¬ 
ery at cost ..... 
Railway, Wharf, Motor Boats, 

Live Stock, etc., at cost £i2,o<}o 

Less Depreciation 500 

Kxpenditurc on 19 .. Crop to date 
Expenditure on 19... Crop to date 


Advances to Coolies and Sundry 
Debtors 

Exchange Suspense Account 
Cash on Plantation 
Cash at Bankers in L(jndoii. 


Cr. 

£ 


IT,500 
48,400 

6H5 

6.850 
393 

1.850 
1,090 

£270,767 


You arc asked to criticise this Biilance Sheet from the point of view of a 
prospective shareholder. If you desire any further information before giving 
3'our opinion, submit the letter which you would address to the secretary of the 
company. {Chartered Institute Secretaries.) 

43. Define: "Contingent Diability," "Collateral Security," and state how 
you would treat them in the Final Accounts of a firm. {Incorporated Accountants.) 

44. Briefly explain the information contained in the under-mentioned registers 
as employed by limited companies: Register of (‘bargees; Register of Transftirs; 
Register of Probates and Administrations; Register of J:^alcmce Certificates. 

Submit the ruling of one only of these registers, and make a specimen entry 
therein. {Royal Society Arts.) 




Chapter XIII 


AN INTRODUCTION TO CONSOLIDATED ACCOUNTS 

Some reference was made in the last chapter to the nature and growing 
importance of Consolidated Accounts, and the fact that the Companies 
Act, 1948, has, for the first time, afforded them legal recognition. In 
the present chapter we will commence b}’ studying the statutory 
requirements laid down by the Act and then go on to consider some 
simple practical examples. The word simple is here used deliber¬ 
ately, since the accountancy work involved in complex cases can 
become intricate and difficult, and the consideration of such cases in 
anything like an exhaustive manner would take up more room than is 
available in this volume. On the other hand, it is a mistake for the 
student to start under the impression that, because the subject can 
present difficult problems and even some points on which qualified 
accountants can hold differing opinions, it is one for him to be afraid 
of. The main principles are quite straightforward, and should be 
easily enough understood if a fair start is made at the beginning. It 
is hoped that this chapter will give that start. 

The first point of all is that a Consolidated Profit and Loss Account 
is a statement combining (in some manner) tlie information contained 
in two or more (in complex cases numerous). Profit and Loss Accounts. 
Similarly, as regards the ('onsolidated Balance Sheet. Whereas an 
ordinary Profit and Loss Account is an integral part of the system of 
ordinary double-entry book-keeping, being, in fact, the account into 
which all the ledger accounts dealing with income and expenditure 
are periodically closed, and fn)m which appropriations to Reserves and 
Dividend Accounts are made, this is not true of the consolidated 
statement. It does not correspond at all to entries in any (single) set 
of double-entry books, and obviously cannot form any part of the 
ordinary doulde-entiy system. No “ postings can be made to or 
from it. On the other hand, whereas the ordinary Balance Sheet, 
whether “ statutory ” or otherwise, is no more than a statement listing, 
in a more or less prescribed manner, all the balances remaining on a 
set of double-entry books after the Profit and Loss Account has been 
closed off, the Consolidated Balance Sheet is a statement listing in a 
somewhat similar manner, the balances remaining on two or more sets 
of books. 

Consolidation would have no point, and would merely be confusing 
and meaningless, unless the sets of books in question belonged to 
related businesses. It is done only where the companies in question 
form what is known as a group," and even then only where certain 
circumstances apply. A portion of the shares in each member of the 
group, known as a " Subsidiary," must be held by another member, 
known as a " Holding Company." These are general terms, but S. 154 

526 
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defines the circumstances under which the statutory rules as to 
consolidated statements apply. It limits the relationship to those 
cases in which either: {a) the holding company is a member of the 
subsidiary and controls the composition of its board of directors, or 
(b) it holds more than half in nominal value of the equity share capital 
of the subsidiary, or (c) the subsidiary is a subsidiary of another 
company, which is itself a subsidiary of the holding company. 

We need not consider examples of case (a), which will be compara¬ 
tively rare, beyond remarking that the holding of a single share 
constitutes membership, and that consequently if Company A holds 
one, and only one, share in Company B, and if that share carries the 
right to appoint directors of B, then B is a subsidiary of A. 

Case (b) is the simple one where Company A holds more than half 
the equity capital of B. The expression “ equity share capital ** as 
here used is defined by S. 154 (5) as meaning its issued share capital 
excluding any part thereof which neither as respects dividends nor as 
respects capital, carries any right to participate beyond a specified 
amount in a distribution. This may be worth illustrating:— 

Cane (i). The capital of B, Ltd., consists of 100,000 5% Cumulative 
Preference Shares and 10,000 Ordinary Sliares all of £1. Tlie Preference 
Shares carry a right to a dividend of 5% and no more, and on liquidation 
they are entitled to a fixed capital sum (say 25s. per share), and no 
more. Here the Ordinary Shares constitute the “ equity '' capital, 
and if A, Ltd., holds 5,001 of the ordinary shares, then B is a subsidiary 
of A, quite regardless of how the preference shares are held. On the 
other hand, if A, Ltd., held 4,999 (or even 5,000) Ordinary Shares and 
no more in B, Ltd., then B»Ltd., would not be a subsidiary of A, Ltd., 
even though A, Ltd., were to hold all preference shares of B, Ltd. 
(unless, of course, the preference shares carried voting rights which 
gave their holders control of the board, when the case would come 
under («). 

Case (2). Suppose the circumstances are as in Case (i) except that 
the Preference Shares of B, Ltd., have participating ” rights as to 
dividend, limited to (say) 10% in any one year. The 10% is a 
“ specified amount," and consequently the Preference Shares still do 
not constitute " equity capital." The rule as to shareholding there¬ 
fore remains exactly as in Case (i). 

Case (3). The circumstances are as in Case (2), but now suppose the 
participating rights are to a stated fraction of whatever dividend is 
paid on the Ordinary Shares, no limit being stated. I'he Preference 
Shares are now " equity capital," and since the total value of shares in 
issue is £110,000, in order that B, Ltd., may be a subsidiary of A, Ltd., 
A, Ltd., must hold not less than 55,001 shares. Obviously these 
cannot all be Ordinary, since there are not sufficient in issue: they 
may be partly Preference and partly Ordinary or all Preference. 

It should be noted that the Act refers only to the " nominal " value 
of the capital, and apparently it is immaterial whether the shares in 
question, or some of them, are only partly paid. 

We come now to case (c), which in effect lays down that if B is a 
subsidiary of A, and C is a subsidiary of B, then C is itself to be regarded 
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as a subsidiary of A, This leads to some interesting consequences, the 
most obvious of which is that a ''chain ''can be iorined. If D is a 
subsidiary of C, in the case considered, and C, by virtue of the rule, is 
a subsidiary of A, then by the same rule 1 ) must itself be a subsidiary 
of A. The same principle extends indelinitely, and so long as the chain 
is unbroken then e\'ery company in it is a subsidiary of every company 
in the chain above it. C is sometimes termed a sub-subsidiary of A, 
but the term is not statutory. 

When Group Accounts are Necessar3\ -'Fhe (luesticui whether an 
obligation is laid on e\’erv holding conij>any to })rcpare group accounts 
de])ends on whether or not the comjiany in (|uestioii is a wliolly 
owned " subsidiary of its immediate holding company, and whether 
that company is incorporated in Great Britain. Group accounts are 
not recpiired if the (holding) company is a wholly owaied subsidiary of 
aiiother company incorporated in Great Britain (S. 150 (j) (a)}. 
Furtlu;r, group accounts, even when prepared, may omit to deal with 
particular subsidiaries under certain stated circumstances, e.g. if the 
amount involved is insignificant, or if the result would be misleading or 
harmful to the business or any of its subsidiaries or if the businesses 
of the holding company and its subsidiaries are so different that they 
cannot reasonably be regarded as a single undertaking (S. 150 (.i) {/>)). 

A wholly owned subsidiary is a siibsi<.liary a/l the shares of which 
are held by the holding company, not merely the equity. There are 
thereloro no “ outside shareholders of the subsidiary, and if B owns 
all the shares of (' and is itself a subsidiary of A it is clear that no useful 
purpose would be served by compelling B*!o prepare group accounts 
(of B and C), sinccj there is no one to see such acc<.)unts except members 
of A, which must, of course, prepare group accounts dealing with all 
three companies. On the other hand, if there is a chain of companies, 
A, B, C, I), each of wliich in turn is a .subsidiary of the one nam<‘d before 
and each of w^hich has some outside shareholders, then C must ]>repare 
group accounts to deal with C and 1 ), V> must prepare group accounts 
to deal with B, C, and 1 ), and A must jirepare grou]) accounts to deal 
witli all four businesses. 

The Form of Group Accounts, 'riiis is dealt with in S. 151. In 
normal cases the group accounts are to consist of: (rf) a ('onsolidated 
Balance Sheet dealing with th(i state of affairs of the company and all 
the subsidiaries to be dealt with (that is to say excluding non-consoli- 
dated .subsidiaries), and (h) a Consolidated Profit and Loss Account 
dealing with the profits and losses of the .same companies. If, however, 
the directors think some other method is better because it would present 
the same information in a form more readily appreciated, they may 
adopt that other method; in particular, the accounts may be split, 
one set dealing with the company itself and some of its subsidiaries, 
and another dealing with other subsidiaries, or separate accounts may 
be submitted for each subsidiary (S. 151 (2)). Also the group accounts 
may be wholly or partly incorporated in the holding company’s own 
Balance Sheet and Profit and Loss Account (S. 151 (3)). 
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However, if group accounts are not submitted, the specific informa¬ 
tion called for by the Eighth Schedule, para. 15 (4), (5), and (6) (see 
p. 530) must be given. 

The group accounts, however prepared, must give “ a true and fair 
view of the state of affairs and profit and loss of the company and its 
subsidiaries dealt with thereby as a wliole, so far as concc^rns members 
of the company ” (S. 152 (i)), and must comply with the requirements 
of the Eighth Schedule so far as applicable (S. 152 (3)). 

A holding company which submits a Consolidated Profit and Loss 
Account dealing with all its suijsidiaries and which complies with the 
requirements of the Act relating to Consolidated Profit and Loss 
Accounts is excused from the provisions of S. 149 (i) and the Eighth 
Scliedule as applying t<j its own (separate) Profit and Loss Account 
(S. 14C) (5)). The Consolidated Profit and Loss Account must, how¬ 
ever, show how much of the consolidated profit or loss for the financial 
year is dealt with in the accounts of the holding company. Many 
holding companies have taken advantage of this provision, and submit 
a Consolidated Profit and Loss Account only, without a separate 
account showing the profit t)r loss of the holding company. The 
method is obviously convamient. 

Financial Year of Subsidiary, --'riie liolding company's directors 
must arrange that, unless in their opinion tliere are good reasons 
against it (whic:h in jmictice are most likely to occur as regards foreign 
subsidiaries), the financial year of each sul)sidiary is to coincide with 
the holding company’s own financial year (S. 153). The desirability of 
this rule is obvioixs. If aK!!.onsolidated Balance Sheet includes assets 
of the holding conqxany as on one date and a subsidiary as on another 
date it cannot be strictly said to give a true picture of anything: it 
may be necessary to make adjustments which are to some extent 
estimates and which may give considerable difficulty from an account¬ 
ing ]X)int of view, and the result can never be entirely satisfactory. 
Before 1948 it was occasionally, though probably rarely, done. 

Where the financial year of a subsidiary does not (notwithstanding 
the foregoing) coincide with that of the holding com])any the group 
accounts must (unless the 13oard of Trade otherwise direct in that 
particular case) deal with that subsidiary as at the end of its financial 
year ending last before that of the holding company (S. 152 (2)). 

Specific Rules as to Accounts of a Holding Company.—Apart from 
the general requirements already referred to, Part II of the Eighth 
Schedule lays down certain regulations. These fall into two parts, the 
first of which contains rules concerning the holding company’s own 
y statutory accounts, while the second deals with the group accounts. 
The first set of rules, which apply to the company's separate accounts, 
apply whether or not the holding company is itself a subsidiary of 
another company (para. 15 (i)). They are to the following effect:— 

Para. 15 (2). There are to be disclosed separate aggretrate totals 
M.(t he book value o f) shares in the companVs subsidiaries^ i ndel>ted ~ 
uess ( whether bv wav of l oan or otherwise ) by the subsidiaries to the 
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company, and indebtedness to the subsidiaries by the company. TJte 
rules in Part 1 of the Schedule as io the statement of the :ompany s 
investments or fixed assets are not to apply to the above. 

Para. 15 (3). There must be shown by way of not e the numb er. 
description^ and amount of shares in or debentures of the (holding) 
company held Dv the subsidiaries. In tins connection it is provided 
(S.' 27, which came int^orce on July i, 1948) that a company cannot 
be a member of a company which is its holding company, and any 
allotment or transfer of shares in a company to its subsidiary shall be 
void (unless the subsidiary is concerned as personal representative or 
trustee, and the holding company is not beneficially interested in the 
trust). No similar provision applied before July i, 194S, however, and 
S. 27 (3) provides that if at that date a subsidiary was a member of its 
holding company it may continue to hold the shares it already had 
(but not to acquire any more), but shall have no right to vote in 
respect of them at meetings of the holding company. The rule laid 
down in para. 15 (3) is that such holdings, where they exist, must be 
disclosed by a note in the accounts of the holding company. 

Para. 15 (4) and (5), which apply only where grouj> accounts are 
not submitted. A statement is to be annexed to the accounts setting 
out: {a) the reason why group accounts are not submitted; (6) the net 
aggregate amount of the revenue profits (less losses) of the subsidiaries 
so far as they concern members of the holding company and are not 
dealt with in that company’s accounts, for (i) the current financial year 
and (ii) all past financial years since the companies became subsidiaries; 
(c) similar statements as to the net aggregate revenue profits (less 
losses) of subsidiaries so far as tliey have beta dealt with in the holding 
company’s accounts; and (rf) any qualifications in the reports of the 
auditors of the subsidiaries on their accounts for the various financial 
years mentioned above. Pre-acquisition profits or losses are to be 
excluded from the figures required by (i) and (ii), since from the point 
of view of the holding company they are of a capital nature. 

Para. 15 (6). Where group accounts are not submitted, there is to 
be annexed to the company’s Balance Sheet a statement showing, as 
regards subsidiaries whose accounting years do not coincide with the 
holding company’s accounting year: {a) the reasons wliy the directors 
consider that these financial years should not coincide, and {b) the 
dates of the various subsidiaries’ financial years. 

Accounts of a Subsidiary. —Para. 16. The Balance Sheet of a 
company^hich is itseli a subsidiary (whether or not it itself is a holding 
company) must show the aggregate amount of indebtedness to all 
companies of which it is a subsidiary or a fellow sub.sidiary, also the 
aggregate amount of indebtedness of all such companies to it, distin¬ 
guishing separately any indebtedness in respect of Debentures. A 
company is defined as being a fellow subsidiary of another company if 
both are subsidiaries of a third company, but without either being a 
subsidiary of the other. 

Rules as to Consolidated Accounts. —Para. 17. Subject to the 
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following paragraphs the Consolidated Balance Sheet and Profit and 
Loss Account must combine the information contained in the separate 
Balance Sheets and Profit and Loss Accounts, but with such adjust^ 
ments as the directors of the holding company think necessary. 

Paras. 18 and ig. The consolidated accounts are, as far as possible, 
to comply with all the requirements of the Act applying to the accounts 
of an actual company. But these requirements arc not to include the 
provisions of SS. 196 and 197, which deal with the disclosure of 
directors' salaries, pensions, etc., and loans to officers of the company. 
This exception is l>ecause it is laid down in the sections in question that 
this information is to be given in, or annexed to, the accounts of the 
holding company itself. To set it out again in the consolidated accounts 
would therefore involve an unnecessary repetition. 

Para. 21. In regard to subsidiaries not consolidated, the rules laid 
down by para. 15 (2) and (3) (which relate to the disclosure of share¬ 
holdings and indebtedness) are to apply as though the consolidated 
accounts were the accounts of an actual company of which the non- 
consolidated com])anies were subsidiaries, and the rules laid down by 
para. 15 (4) (as to profits, etc.) arc to app)ly similarly. 

Para. 22. In relation to any subsidiaries, whether consolidated or 
not, the ends of whose financial years do not coincide with that of the 
company, the rules laid down by para. 15 (6) are to apjdy as though 
there were no consolidated accounts. 

Auditors’ Report..The auditors are not required to report separ¬ 

ately on the consolidated accounts. The consolidated accounts are, 
by §. 156, required to be tncluded among the documents annexed to 
the company's own Balance Sheet and, by S. 162, are among the 
accounts on which the company’s auditors are recpiired to report. The 
auditors, however, make only one rep>ort, which deals with the whole of 
the various accounts they have examined. The matters required to 
be expressly stated in this report are detailed in the Ninth Schedule, 
and, in the case of a holding company submitting group accounts, the 
auditors are to state “ whether, in their opinion, the group accounts 
have been j)rof)erly prepared in accordance with the j)rovisions of the 
Act so as to give a true and fair view of the state of affairs and profit 
and loss of the company and its subsidiaries dealt with thereby, so far 
as concerns members of the company." 

Accountancy—Method of Preparing Consolidated Accounts.—Al¬ 
though, as stated earlier, consolidated statements form no part of the 
normal book-keeping of a business, nevertheless, double-entry principles 
may still be applied. In simple cases this is not really necessary, but 
where there is a large mass of figures to deal with the application of 
something like double-entry principles is a great aid, both to accuracy 
and clear thinking, and is strongly recommended. The usual method 
is to tabulate all the figures to be dealt with, using a separate column 
for each subsidiary being dealt with. The sheet, called a Consolidat¬ 
ing Schedule/' is in ledger form, with Dr. and Cr. sides. Each 
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subsidiary has its own column on botli the Dr. and Cr. sides, and there 
is on each side an additional column for adjustments and a total 
column. Separate sheets should be used for the I rofit and Loss 
Account and for the JBalance Sheet. Any adjustments to be made are 
first entered on a special journal sheet, which may be in ordinary 
"'journal" form, and from there "posted" to the "adjustment" 
column in the Schedules. As it is more than likely that some, at least, 
of the adjustments will need to be referred to when preparing consoli¬ 
dated accounts in future years the journal entries should be accom¬ 
panied by full " narrations " and references to any other records used 
or consulted, and all entries, whether in the journal or schedules should 
be clear and self-explanatory. Folio references between journal and 
schedule, the latter against the " adjustments " column, are advisable, 
and the best plan is probably to number each journal entry con¬ 
secutively. For the sake of permanence and ease of future reference 
there is much to be said for keeping all these records in book form, 
rather than on loose sheets. The method of use is exemplified in the 
illustration on p. 542. 

The method of proceeding will probably by now be tolerably clear 
to the reader. All figures appearing in th(^ final accounts of each 
compari}^ being dealt with, wiiether in the Profit and Loss Account or 
Balance Sheet, are first entered, in full detail, in the column allocated 
to that company, debits in the debit column, and credits in the credit. 
Since the original accounts balance, the columnar totals will agree, the 
Profit and Loss and Balance Sheet schedules separately. Since all 
adjustments originate in the journal, debit and credit sides of each 
entry in w'hich must agree in total, the final' totals of the entries in the 
adjustment column in the ledger must also agree, debit with credit. 
It should be mentioned at this stage that " negative " entries, e.g, a 
credit adjustment to an account having a debit balance, are best 
entered in red ink and thereafter treated as deductions (a standard 
convention often used in ordinary book-keeping). When the above 
has been carried out, each " account " is cross cast, deducting any 
negative entries of course, and the balance extended to the " total " 
column. It will be clear from the method of proceeding that since the 
totals of all corresponding columns agree in pairs, including the totals 
of the " adjustment " columns, the totals of the " total " columns must 
agree with the sum of the totals of the subsidiary columns, and so with 
each other. If they do not, some slip or omission has been made, 
which must be searched for. Finally, the figures in the " total " 
column are used to compile the Consolidated Profit and I.oss Account 
and Balance Sheet. 

One final remark .should be made. Although, in the columns 
allocated to the individual companies, one entry will appear against 
each heading, there may very well be more than one entry on the 
corresponding " line " of the " adjustment " column. Such adjusting 
entries must necessarily appear underneath each other, and sufficient 
space should therefore be left when planning the original lay-out to 
accommodate such entries without trespassing on a " line " allocated 
to another heading. 
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The writer realises that it is extremely unlikely that a student will 
be set an examination question sufficiently complicated to demand the 
use of this method—exigencies of time would hardly allow of it— 
nevertheless, its principle is worth understanding. The working of a 
few practical examples will emphasise the nature of the task in hand 
and show where its difficulties lie. 

Here follow a few examples of the construction of Consolidated 
Profit and Loss Accounts and Balance Sheets, commencing with the 
simplest possible. Points of principle arising in the different cases 
will be dealt with in discussing the illustration in question. It will be 
seen that, in order to save space and unnecessary detail, a certain 
amount of condensation has been resorted to, but not, the author 
hopes, to such an extent as to cause any doubt or confusion: the 
principle example of this is that “ fixed assets have generally been 
shown in the Balance Sheets as a single total: in practice, the different 
types would, of course, be set out separately. Comparative figures 
have been ignored throughout. 

Illustration i.— B, T^td., is a whollv o\vnt‘d subsidiary of A, Ltd., each 
company having one class of ca])ital only. B, Ltd., is engaged in trade, 
while A, Ltd., is a “holding" company only, not trading at all: there 
are therefore no trading transactions at all between y\. Idd., and B, Ltd. 
Moreover, A, Ltd., has owned all the shares in B, Ltd., ever since the latter 
company was incorporated. Both companies prepare accounts to December 
31 annually, and their respective Profit and Loss Accounts for tlie year ended 
December 31, 19..., and Balance Sheets as on that date are given on pp. 
.53‘l-.5.35- 

Hero there arc no adjustmenls at all, and no explanation is needed 
as to how the figures in the consolidated accounts are arrived at. The 
disclo.sure of the “ split '' of the final balance of consolidated profit 
appears to be necessary in order to comply with S. 149 (5) (^), that is 
on the assumption that the Profit and T.t>ss Account of A, Ltd. (alone) 
is not to be included in the accounts laid before the members. Regard¬ 
ing the two companies as a single undertaking, as is here done, the 
shares in I^, Ltd., do not, of course, ap])ear at all, being purely an 
internal affair, nor docs the inter-company indebtedness. There is no 
rule as to the precise headings of the accounts: the Balance Sheet 
might be headed Consolidated Balance Sheet of A, Ltd., and its 
wholly owned subsidiary, B, Ltd., December 31, 19...*' There is no 
compulsion, though it is natural, to name the subsicliaries where there 
are only one or two: where there are many it is not practicable. 

The consolidated accounts might be drawn up as shown on 

pp- 536 537. 


Illustration 2.—In tliis illustration two additional points have been intro¬ 
duced. C, Ltd., is the liolding ctmipany, and D, Ltd., is its only subsidiary. 
We are supposing that C, Ltd., holds all the Drdinary Shares in D, Ltd. (i.c. the 
whole of the equity), but that T>, f Ad., has also issued IVofcrcnce Shares, none of 
which are held by C, Ltd., and Debentures. As in Illustration 1, C, Ltd., has 
held the Ordinary Shares in D, I.td., since the incorporation of that company, 
paying for them at par, but (unlike Illustration 1) C, Ltd., is a trading company 
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and buys goods from D, Ltd.« which we suppose manufactures them. D, Ltd., 

naturally makes a profit on the goods it sells, including the goods sold to C, 

Ltd. 

The method of setting out the preference capital and the debentures 
appears in the illustration. The selling of goods by D, Ltd., to C, 
Ltd., raises a point of principle, in connection with the valuation of 
stock. In the statutory Balance Sheet of C, Ltd., (alone) stock is 
assumed to be valued (very properly) at its cost to C, Ltd., but, as 
regards goods which C, Ltd., has brought from D, Ltd., this is D, Ltd.'s 
selling price and includes I), Ltd.'s profit on such goods. If therefore 
there are at the Balance Sheet date any unsold goods in the possession 
of C, Ltd., which that company had bought from D, Ltd., it would be 
incorrect for the purpose of group accounts to value them at the price 
at which C, Ltd., bought them from D, Ltd. They should be valued, 
not at their cost price to C, Ltd., but at their cost price to the group, 
which is D, Ltd.'s manufacturing cost. This is not the place to discuss 
methods of costing, so we will merely assume a figure and take it that 
it has been arrived at by a proper method : in practice it would not be 
worth while “ splitting hairs ” in a matter of this sort, unless at any 
rate the figure in question happened to be large. 

The assumed Profit and Loss Accounts and Balance Sheets of C, 
Ltd., and D, Ltd., are on pp. 539-541. 

Taxation being outside the scope of this chapter, all figures arising 
from taxation have been omitted from this and the following examples, 
cis also have all references to the authorised capitals of the several 
companies in question. This raises no po'nts of principle, and the 
reader will by now be aware that in every real Balance Sheet the 
details of the authorised capital must be shown. Similarly, it is 
assumed that in each case the audit fees have been settled at the 
annual general meetings of the companies in question: consequently, 
they need be nowhere disclosed in the accounts (Eighth Schedule, 
para. 13). 

Before setting out the consolidated accounts, there is one further 
adjustment to explain, which, though it might well be omitted in an 
examination question, would be almost certain to arise in a practical 
case. This relates to the “ inter-company " profit on unsold stock at 
the end of the previous year. The necessity for the elimination of this 
inter-company profit from the group profit at the end of the current 
year has already been explained and, of course, similar adjustments 
will have been made in previous years, the figure involved, however, 
being different on each occasion. At the end of the last previous 
accounting year the aggregate effect of such adjustments will have been 
to decrease {a) the balance of group profit and loss carried forward, and 
(b) the value of group stock in the Balance Sheet, in each case by the 
amount of the inter-company profit included in the combined stock 
valuations at the date in question. We will now assume that the 
adjustment in question (i.e. at the end of the previous year) was 
;fi,950, which is less than the corresponding adjustment at the end of 
the current year (stated as £2,460; by £510. The result is twofold: 
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(l) the group profit shown as carried forw'ard at the end of the previous 
year (and appearing in the present accounts as brought forward from 
last year) will have been eqiuil to the total of the separate amounts 
carried forward (£1320 and310 respectively, niaking^fa,630 together), 
less the adjustment of group profit carried forward being, 

therefore, £680. (2) The group trading profit for the current year wiJJ 

be reduced, not by the amount of the inter-company profit eliminated 
at the end of the year but by the amount by which the inter-company 
profit at the end of the year exceeded the corresponding figure at the 
beginning of the year, this excess being, as stated above, £510. The 
combined trading profit for the year, therefore, with which the 
Consolidated Profit and Loss Account commences, must be the total 
of the separate trading profits (£8,410 and £8,250 respectively, making 
£16,660 together) less this amount of £510: the figure is therefore 
£16.150. 

If the Consolidating Schedules and Journal are kept as advised on 
p. 531, the above adjustments will, of course, appear in them. The 
entries would be as follows:— 


CONSOLIDATING JOURNAL ENTRIES. 
March 31, 19... 


Dr. 


Cr. 


Entry no. j 

I i Profit and Loss Account, balance brought forward 
j Trading Profit for current year Dr. to Stock 


1 £ i s. ' rf. 

1 1 s. 

i 1,950 ! 0 j 0 


ii 510 1 0 j 0 

1 

: I 1 

2,460 I 0 

! 


CONSOLID.ATING SCHEDULE. 
Profit anp Loss Section—Credit Side. 


Trading Profit 

Profit from previous year 


C. Ltd. 

i D, Ltd. 

j 

! Adjustments. 

; 

1 Total. 

1 sJd, 

i: £ 

I ; c\s-d. 

t i». 

j 8,410 0 0 

i.; 8,250 } 0 ! 0 

(i) ; Dr. 510 ; 0 j 0 

16,150 i 0 

! 1,320 0 0 

• 1.310 i 0; 0 

1! ! i i 

j (i) ; Dr. 1,950 ■ 0 j 0 

680 ! 0 

! 


Stock 


Balance Sheet Section—Assets Side. 


£ I i.i d. 
29,o0o ; o o 


1 c 
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£ 

s. 
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Cr. 2,460 0 o.i 

50,120 

0 
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d. 

o 


In practice, the adjusting entries, being deductions in each case, 
would probably be entered in red ink. 

We are now in a position to draw up the Consolidated Profit and 
Loss Account and Balance Sheet, thus:— 

Illustration 3.—This illustration shows a method of setting out the position 
in the consolidated accounts where the equity of a subsidiary is not ** wholly 
owned.** For the sake of brevity the usual details regarding the fixed and 
current assets and liabilities are omitted throughout. The reader should by 
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now be familiar as to the manner in which these are dealt with, and to repeat 
them in every illustration would be a waste of space. It is also assumed that 
the companies do not trade with each other, so that the stock adjustment dealt 
with in Illustration 2 does not arise, and that the shares in the subsidiaries have 
in each case been held ever since tlieir respective dates of incorporation. 

H, Ltd., is the holding company, and F, Ltd., and G, Ltd., its subsidiaries. 
F, Ltd., has an issued capital of £200,000, all in fully paid Ordinary Shares of 
each, of which K, J^td., holds 150,000, and G. Ltd., an issued capital of 

00,000, all in fully paid Ordinary Shares of /i each, of which E, Ltd., holds 
<) 0 , 000 . 

It will be seen that JC, Ltd., holds 75% of the ecpiity of F, Ltd., and 90% 
of the ecpiity of (i, Idd. : thus sharehohhus outsider the group own the nmain- 
ing 25% of tint eejuity of F, Ltd., and io‘;;, of the equity of G, Ltd., and these 
shareholders must receive the separate statutory accounts of these two com¬ 
panies, but they are not, of cour.se, entitled to receive the group accounts. 

In order at this stage to introduce a further slight complication, it is 
assumed that the shares of h'. Ltd., vv<^re issutid at a price of 22s. od. per £i 
share, the Share Premium Account still standing in h’, Ltd.'s Balance Sheet, 
while the shares of G, Ltd., were i.ssued at par. Thus K, Ltd.’s holding of 
150,000 shares in F, Tdd., cost /i 65,000. 

The separate (alibreviated) i Yolil and Lo.ss Accf>unts of the three companies 
for the year ended December 31, 1 and Balance Sheets as on that date are 
taken as being as on ]>}). 546-547, the figures being set out for convenience in 
columnar form. 

The figures of inter-company indebtedness, required to be disclosed 
as aggregates in the respective Balance Sheets in accordance with the 
ICiglith Schedule, paras. 15 (2) and 16 (1), arc assumed to be: — 

Owing by K, Ltd., to G, l.td. .... t,68o 

,, F, Ltd., t^ K, Lt<l. .... 10,360 

,, F, Ltd., to (i, Ltd. .... 3 . 97<5 

Thus the aggregate iudebtedness of F, Lttl. (to its holding company 

and fellow-subsidiary), is /i4,33c>, and tlie aggregate amount due to 
( 1 , Ltd. (by its holding com})any and fellow-subsidiary), is £5,650; 
these amounts are separately stated in the res];ectivc Balance Sheets 
of F, Ltd., and G, Ltd. 

In preyiaring the Consolidated Balance Sheet, it might at first sight 
se(‘m that the obvious thing to do, as regards F, Ltd., for instance, 
would be to sjilit its Balance Sheet into projiortionate parts. One part, 
which would deal with the interest of 1 ^ 3 , T.td., alone, would show three 
quarters of each asset, reserve, and liability, while the other part would 
show the interest of the minority shareholders, the first part being 
used only in the construction of the Consolidated Balance Sheet. 
There are, however, theoretical objections to this, as well as the 
practical one that the inter-company indebtedness would fail to cancel 
out. The usual course is to consolidate the whole of the assets and 
liabilities and, as regards the capital and thci re.serves in which the 
minority shareholders have an interest, to set these out as a separate 
item or items (as may seem most informative in the i)articular case) 
disclosing the value of the minority interests. As regards the Share 
Premium Account, for instance, which stands in the books of F, Ltd., 
it is clear that 75% of this must be treated as forming part of the equity 
of the group, and the remaining 25% as part of the equity of the 
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outside shareholders of F, Ltd. As regards the revenue reserves, 
precisely the same principle applies, but since more than one set of 
outside shareholders is here involved, more than one adjustment is 
necessary. The adjustments are very simply made in the Consolidating 
Schedules, which it is hardly necessary to set out here, the Journal 
entries being as follows:— 



. 

Dr. 



Cr. 


! 


£ 

S. 


'i 

ii 

£ 

5. 

d. 

Share Premium Account 

. Dr. 

5,000 

0 

0 





'Jo Minority Jnteri*st (Capital Reserve, Share Premiiiiii) i 



i: 

5,000 

0 

0 

Interest of minority shareholders 

of F, Ltd., truns- 




|1 



ferred, 25%- 








General Reserves 

. Dr. 

5,000 

0 

0 

!: 




To Minority Interest (General Reser\*e) 



!i 

5,000 

0 

0 

Interest of ininoritv shareholders 

of F, Ltd., trans- 




!■ 



ferred, 25% of F20,000. 





|j 




Reserves for Future Taxation 

. Dr. 

2,100 

0 

0 

|i 




To Minority Interest (Reserves for future Tax.ition) , 





2,100 

0 

0 


£ 








F, Ltd., 25% of /;8,otx) . 

. 2,000 0 0 1 



1 

1 

;i 




G, Ltd., 10% of £1,000 

loo 0 0 




ii 



i 

! 


£2,100 0 0 


1 

1 

1 

;! 


i 


Profit and Loss Account 

. Dr. 

1,710 

0 

0 

j; 


i 

1 


To Minority Interests 

i s.d. 


1 

|: 

1,710 

0 ! 

! 0 


F, Ltd., 25% of £6,200 . 

. 1,550 0 0 




j| 




G, Ltd., 10% of £1,600 . 

160 0 0 




i; 





£1,710 0 0 




il 

Jl_ 





The apportionments of the taxation provisions and dividends in 
the Profit and Loss Account are made in a similar manner. 

We are now in a position to proceed with the preparation of the 
consolidated accounts. 

The make-up of the figures in the Consolidated Profit and Loss 
Account is set out in detail below the account itself. As regards the 
Balance Sheet, the aggregate of each class of assets is simply the total 
of the corresponding classes of assets held by each separate company, 
and similarly as regards the current liabilities. The several items under 
the heading of Revenue Reserves are arrived at by deducting from the 
total of the amounts in the separate Balance Sheets the proportions 
attributable to the minority, or “ outside shareholders, as detailed 
in Journal entries 2, 3, and 4 above, and these interests are set out in 
the form of aggregates under a separate heading, described here as 
“ interests of Outside Shareholders in Subsidiary Companies.” This 
treatment is appropriate here, since all the outside shareholders are 
interested in the ” equity ” of the respective companies in which they 
hold shares. If there were any Preference Shares issued by F, Ltd., 
or G, Ltd., held by outside shareholders, they would not be in¬ 
terested in the equities, and such shares would be shown as set out in 
llliistration 2. 

It remains to consider what has happened to the share premium on 
the shares issued by F, Ltd. 25% of this premium has been paid by 
the outside shareholders, and is accordingly shown as a capital reserve 
under the heading ” Interests of Outside Shareholders.” As regards 
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the 75 % paid by E, Ltd., since the premium was in the first place 
received by F, Ltd., it was at first in the form of cash inside the group, 
and since the premium is still on tlie books of F, Ltd., it must be 
represented by assets held by F, Ltd., in some shape or form. It is 
clear therefore that, so far as E. Ltd., is concerned the amount of 22s. od. 
per share paid for the shares in F, Ltd., was, and still is, represented by 
tangible assets inside the group. From the point of view of the group 
as a whole, therefore, the payment of each 22s. od, represented merely 
the acquisition of 22s. od, worth of assets, and there is no premium. 
In the Consolidated Balance Sheet the premium, so far as it relates to 
the “ group,'' entirely disappears. The entry in the Consolidating 
Jounial (in which the £5,000 relating to the outside shareholders has 
already been dealt with in entry No. 1) would be:— 

J>r. Cr. 

£ £ 

F, Ftd., Share C'ipital .... Dr. 150,000 
F, Ltd., Share Premium ..... 15,000 

To E, Ltd., Shares in F, Ltd. . . . 165,000 

It will be seen that this eliminates the last two accounts completely. 

It is of the utmost importance to appreciate the rea.son for the 
elimination which takes place in this particular case. It is, as stated 
above, that the net as.sets acquired by the group, in exchange for the 
price paid, are equal in value to the price paid. From a “ group ” 
point of view, the fact that the payment was for shares i*-" immaterial: 
what has been acquired is assets which belong to the group. In 
practice, this will rarely be the case, and (almost) never when shares 
are acquired in a subsidiar>®which was already in existence and carrying 
on business before the date of acquisition of (he shares. In such a case 
the price paid for the sliares will hardly ever be exactly equal to the 
book value of the tangible assets owned by the subsidiary at the date 
of acquisition. There will either be an apj^arent surplus or a deficiency, 
according to circumstances, and this case will be considered in the next 
Illustration. 

Illustration 4.—H. Ltd., whose Balance Sheet on June 30, 19..., was as set 
out on p. 553, proceeds on the following day to acquire tlie whole of the ordinary 
shares of K, Ltd., whose Balance Sheet was as set out on p. 553. The price 
paid for the shares was ;£64,ooo, and in the subsequent separate Balance Sheet 
of H, Ltd. (which we need not set out), this will appear as the cost of In¬ 
vestment in Subsidiary Company." 

The Consolidated Balance Sheet immediately after the acquisition 
would be as shown on p. 553, and there are two points in this which 
require explanation;— 

(i) The (book) value of the equity of K, Ltd., w^hich is also equal 
to the (book) value of the net assets acquired by the group in exchange 
for cash, is:— 

£ 

Shares in K, Ltd., at par ........ 40,000 

Revenue Reserves (the preference Shareholders of K, Ltd., have no 

interest in tliese) ......... i3»3oo 


;^ 53.300 
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The calculation of this ligure from a “ net asset " point of view 
woiild be:— 


£ 

Gross Assets of K, Ltd. 106,700 

Current Uahilities ...... 


Net Assets ....... 103,300 

Less, Interest of Prefex'ence Shareholders of K, Ltd. . 50,000 


£53^300 


The price paid to acquire these net assets was £64,000, wliich is 
£10,700 in excess of their book value. It follows that on consolidation 
this amount of £10,700 remains as a debit balance. It may properly 
be described as Goodwill, or, alternatively and more accurately, as 
“ E.xcess of Cost of Acquisition of Subsidiary over Book Value of 
Assets ” or some equivalent expression. 

It should be noted also that the Revenue Reserves of K, Ltd., 
cannot appear as such in the Group Balance Sheet. Quite irrespective 
of the cost of the shares, the revenue reserve^s have arisen from past 
trading, i.e. before the date of acquisition by H, Ltd. From the point 
of view of H, Ltd., therefore, that is from the point of view of the 
group as such, they represent profits earned while K, Ltd., was not a 
member of the group. They arc therefore capital profits, and while 
they could quite projierly be distributed as dividend at any time by 
K, Ltd., to its members (/.^^ now to II, Ltd.), H, Ltd., could not 
properly in tuni pass them on to its own mAnbers: that would amount 
to a distribution out of capital. If K, lAd., w^ere in fact to pay to 
H, Ltd., a dividend out of such past profits, the dividend would from 
the point of view of H, Ltd., amount to a reduction of the purchase 
price paid for the shares, and would most properly be treated in the 
books of H, Ltd., as such, being credited to the Investment Account. 
Alternatively, H, Ltd., could credit it to a Ca])ital Reserve, but a 
Capitjd Reserve opened in this way would really be a set off against 
the Investment Account, being in actual fact related to it and re¬ 
presenting a partial realisation of it. In the group accounts, if this 
has been done, the Capital Reserve would in any case be deducted 
from the Excess of Cost of Acquisition.'" 

(2) The second point relates to the manner of setting out the fixed 
assets of K, Ltd., in the Consolidated Balance Sheet. The separate 
Balance Sheet of H, Ltd., discloses the figure of cost, £158,000, but 
from the point of view of the group this figure is meaningless. The 
relevant fact is that at the date K, Ltd., became a member of the 
group, that is to say the date on which the group acquired an interest 
in the assets, the book value of the a.ssets was £106,000, and prima 
facie this is the cost of the fixed assets to the group, and is the figure 
to be included in the total cost of the group's fixed a.sscts. Any other 
treatment would depend on questions of fact. It might be, for 
instance, that before acquiring the shares of K, Ltd., the directors of 
H, Ltd., had a valuation made of the fixed assets, and that according 
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to this valuation they were worth £So,ooo, or £12.600 in excess of the 
book value. This difference is greater than the “ Excess of Cost of 
Acquisition of Subsidiary' " (£10,700), and would seem to justify the 
directors in treating that item as part of the cost of the fi.xed assets of 
K, Ltd., which would then appear in the Consolidated Balance Sheet 
at £78,100, or £1,900 less than the valuation. This is perhaps a little 
debatable, and the writer would hesitate to be dogmatic on the point; 
but it is certainly arguable that it could be one of the “ adjustments ” 
permitted by the Eighth Schedule, para. 17. 

The converse of the abo\’e situation arises when the price paid for 
the shares in the subsidiary is less than the equity, or the book viilue 
of the net tangible assets acquired. In such a case, a credit balance 
appears on consolidation, as a very little thought will sliow: this is 
clearly of a capital nature and can, according to circumstances, either 
appear in the Consolidated Balance Sheet as a Capital Reserve or be 
used to write down any of the assets of the subsidiary which may be 
considered to have been over-valued in the books of the subsidiary at 
the date of acquisition. 

Illustration 5.—L, Ltd., and M, Ltd., whose respective Balance Sheets as on 
December 31, 19..., are sot out on p. 555, both prepare accounts annually to 
December 31. L, Ltd., has Jicquired the whole of the shares of M, Ltd., on 
June 30 immediately preceding, at a cost of /39,ooo, and the net profit of M, 
Ltd., for the year was £4,400 out of which it had paid a dividend of 5% 
immediately before the acquisition of its shares by T., Ltd. 

Here the question of the apportionment of the profits of M, Ltd., 
as between the periods before and after its a»^quisition by L, Ltd., has 
to be dealt with, the fonner being (as we have seen in llLnstraiion 4) 
capital from the point of view of L, Ltd. The apportionment is made 
on whatever basis seems best, having regard to the facts of tlie situation : 
we will a.ssume a time basis is considered appropriate, without any 
adjustments. Since L, Ltd., owned the shares for six months, one half 
of the year's profit, or £2,200, is a revenue profit from the point of 
view of L, Ltd. 

The equity of L, Ltd., at the current December 31 is £30,000 plus 
the reserves £2,700 and £9,200 (including the undistributed profit for 
the year just ended), making £41,900 in all. At the date of acquisition 
it must have been £2,200 less, this being the amount of profit considered 
to have accrued during the six months (the previous payment of a 
dividend does not affect this), and was therefore £39,700, It appears 
therefore that net a.ssets standing in the books of M, Ltd., at £39,700 
were bought by the group for £39,000. 'fhere was therefore a capital 
profit on the transaction of £700, and this appears among the capital 
reserves in the ('onsolidated Balance Sheet. 

The above would need .some qualification if the capitjil reserve of 
M, Ltd., was a “ statutory " item such as vShare Premium Account or 
Capital Redemption Reserve Fund, or earmarked for a special purpose, 
such as a Debenture Redemption Reserve. In any of these events it 
would have to retain its separate identity in the Consolidated Balance 
Sheet, and it would not be permissible to write off against it the excess 
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cost of acquisition of the shares of M, Ltd. Only the “ capitalised 
revenue reserves, £7,000, would be available for that purpose, leaving 
£2,000 still to appear in the Consolidated Balance Sheet as the Excess 
of Cost of Acquisition.'* In the solution given on p. 555 it is assumed 
that this is not the case, the whole of the capital reserve being available 
to set off. 

One further point remains to be considered: the cost " and 
“ aggregate depreciation " of the fixed assets as shown in the Consoli¬ 
dated Balance Sheet. The same considerations apply as in Illustration 
4, but here we have the additional complication that a portion of the 
“ aggregate depreciation " shown in the separate Balance Sheet of M, 
Ltd., will relate to the six months since acquisition. It is simply a 
question of ascertaining the facts and analysing the figures accordingly. 
For the present purpose we will assume, as a fact, that there have been 
no additions to, or sales of fixed assets by M, Ltd., during the past year, 
and the total depreciation provided in respect of the year (included, 
of course, in the aggregate shown) w'as £2,300. The cost of fixed 
assets in the Consolidated Balance Sheet is then made up of (L, Ltd.) 
£108,000, and (M, Ltd.) £21,250, w’^hile the aggregate depreciation is 
the total of (L, Ltd.) £32,700 and (M, Ltd.) £1,150. 

Needless to say, it is not only in the year of acquisition of a new 
subsidiary that the above adjustments liave to be made: the same 
considerations will apply year by year afterwiirds. Once a portion of 
a subsidiary’s revenue reserves are capitalised for grouping purposes 
the same must be done each year afterwards so long as that subsidiary 
remains a subsidiary; however, the ligur^, once ascertained for that 
subsidiary is ascertained for good: it is merely a matter of making the 
same adjustment in each future year. 

As regards the cost and aggregate depreciation of assets, the same 
would apply so long as the same assets were held, but since most assets 
are used up and WTitten off sooner or later, the adjustment w'ill, on the 
whole, tend to decrease year by year, needing fresh calculation from 
time to time, and when the fixed assets lield by a subsidiary have all 
disappeared the need to make this particular adjustment will have 
disappeared too. 

In practice, tricky problems in connection with the apportionment 
of reserves between revenue and capital can arise, especially where a 
company starts by acquiring a minority holding in another and 
increases its interest by periodical purchases till at last (perhaps after a 
considerable number of years) it acquires more than half the equity and 
now (for the first time) has a subsidiary. Group accounts are now 
prepared for the first time, but it can be seen that the correct treatment 
of reserves in such accounts can be settled only after a careful analysis 
of the reserves over all years, since shares were first acquired in the 
company that has now become a subsidiary. However, it is hardly 
within the scope of this chapter to go farther into this branch of the 
subject, and we will leave it at that. 

Losses of Subsidiaries. —These fall into two categories, losses before 
acquisition and losses after acquisition. 
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Losses before acquisition will naturally have been taken into 
account at the time of acquisition, and will be reflected in the price 
paid for the shares, which will be related to the net book value of the 
assets of the subsidiary rather than the nominal amount of shares 
acquired. Thus a company may be willing to buy, perhaps in order 
to secure a name or goodwill, the whole share capital of a company 
which has failed and lost practically the whole of its assets, or which 
has for some other reason ceased to trade, and in such a case the 
nominal value of shares acquired may be many times the price paid. 
In preparing consolidated accounts no particular difliciilty arises from 
this fact. The pre-acquisition losses in the subsidiary books are, of 
course, capital losses from the point of view of the group, and in the 
Consolidated Balance Sheet it is only the excess of the purchase price 
(if any) over the net assets of the subsidiary that appears as “ Good¬ 
will," “ Cost of Control,*' or " Excess Cost of Acquisition of Subsidiary," 
etc. If profits are subsequently made by the subsidiary the holding 
company must decide whether to use them to write off the old losses 
of the subsidiary, or (as it would have to if it wished to receive dividends 
from the subsidiary) to reduce the capital of the subsidiary and get 
rid of the past losses in that manner. Neither course gives rise to any 
difficulty on consolidation, but the consolidated accounts must, of 
course, be drawn up in such a way as to disclose clearly what has been 
done. 

Losses after acquisition are quite another matter. They are losses 
of the group, and must be dealt with as such, though there is nothing 
to compel the disclosure in^he consolidated accounts of the fact that a 
particular subsidiary has made a loss or the amount of that loss. 
There is nothing to prevent a holding company transferring the loss 
of a subsidiary to its own books; this is sometimes done, but only, of 
course, where the subsidiary is wholly owned—if there are outside 
shareholders such a course would amount to making a present to them. 
If there are no outside shareholders the transfer amounts to little more 
than a book-keeping entr}^, involving no transfer of equity from one 
individual to another. If such transfer is not made, the loss is carried 
forward in the books of the subsidiary concerned, and the consolidated 
accounts must be drafted in such a way as to indicate the fact. 

Jlhistration 6.— In this illustration we will take the case of a holding company, 
N, Ltd., which has three sxibsidiarics. O. Ltd., Ltd., and Q, Ltd., none of 
which arc wholly owned. All the shares now held in each subsidiary have 
been owned by N, Ltd., for more than a year; at the time of acquisition O, 
Ltd., had made profits and had a credit balance standing on its Profit and Loss 
Account, but has made a loss in the current year. P, Ltd., had made a loss 
prior to acquisition, but has made profits since, including the current year. 
Q, Ltd., is a foreign subsidiary, not to be consolidated, which has made a loss. 

The separate Profit and Loss Accounts and Balance Sheets of N, 
Ltd., O, Ltd., and P, Ltd., are set out on pp. 55 ^^- 559 - J'lie accounts of 
y. Ltd., are not shown, since, as they are not consolidated, we arc not 
concerned with them beyond the statutory particulars which have to be 
stated regarding total directors’ remuneration and the information 
required to be disclosed by the Eighth Schedule, para. 15 (2), (3), and 
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(D) The Total issued share capital of Q, Ltd., is {.40,000 in fully paid shares of i i each. 

(E) Made up of 0 , Ltd., iltjoo, P, Ltd., £600 and Q, Ltd., £ 3 ,100, 
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(4) (see p. 531). Where a subsidiary is not dealt with in the group 
accounts this information in regard to that subsidiary must be given in 
the group accounts, just as though the group accounts were the accounts 
of a holding company which is not preparing group accounts (para. 21). 

The Consolidating Journal entries and Schedules arc set out below 
and on p. 561, and the Consolidated Profit and Loss Account and Balance 
Sheet on p. 562. 


N, Ltd.« and Consolidated Subsidiaries. 


CONSOLIDATING JOURNAL ENTRIES DECEMBER 31, 19... 


Entry No. 

1 Outside Interests ...... Dr. '' 

To Profit and Loss Account (old) 

i L i 

, P, Ltd., Loss 25% (2,700 . . b 7 S 0 0 ; 

0, Ltd., Profit 10% of i^oo 30 0 0 

Aggregate Loss .... 1645 0 0 . 

2 i Profit and I.oss (current year) .... Dr. ' 

To Outside Interests * . . . . . . j 

! £ s. a. 

i P, Ltd., Profit 2.s% of ^3,100 . . 77‘\ 0 0 

1 0, Ltd., Loss 10% of £1,100 . . xio 0 0 

1 Aggregate profit .... 0 0 

3 Excess of Cost of Acquisition (O, Ltd.). Dr. 

I 0, Ltd., Share Capital ..... Dr. 

j To Investment in O, Ltd. , . r . 

1 Outside Interests (Share Capital) .... 

i Adjustment of share capital of O, Ltd. and cost of Invcst- 
j meiit, etc. 

4 

i P, Ltd., Share Capital.Dr. ! 

To Ifivestment in P, Ltd..! 

Outside Interests (Share Capital) . . . . i 

Capital Keserve (P, Ltd.) (.Note i) . . . j 

.Vljustinent of share capital of P, Ltd. and cost of ln\cst- 
nient, etc. ; 

5 

Profit and Loss (Old) ...... r>r. ji 

To Capital Reserve (O, Ltd.) . . i 

Capitalisation of 90% of balance at credit of Profit and ! 
Loss Acexjunt of O, Ltd. (£1, 5cx>) at date of actpiisition |i 
(Note 2). i| 

6 

Capital Reserve (O, Ltd.) ..... Dr. || 
To Excess of Cost of .Acquisition , . . Ij 

Set off of the former balance (Note 2). f 

7 

Aggregate Depreciation ..... Dr. ! 

To Fixed Assets . , . . . 1 

To adjust cost of fixed assets 0/ subsidiaries to bcxik value 1 
at date of acquisition, as stated 1 

£ s. d. : 

O, Ltd. ...... 8,300 0 0 

P, Ltd. ...... 1,000 0 0 ; 

(See Note 3). -^-- j 

£10,200 0 0 

8 

Inter Company I^ebts (Cr.) ..... Dr. j 


I Amount due from Subsidiriry not consolidated Dr. j 

To Inter Company Debts (Dr.). . i| 

To cancel out debts between the holding company and Ij 
consolidated subsidiaries. ! 


c 

s. 

2. 

i 

1 ^ 

s. 

645 

0 

0 






■ o.| n 

! 

0 


0 

0 

i 






0 

7,600 

0 

0 



50,000 

0 

0 






52,600 

0 




.5,000 

0 

30,000 

0 

0 






14,200 

0 




7,500 

0 




8,30a 

0 


0 

0 






1,350 

0 

*.350 

0 

0 






1.350 

0 

10,200 

0 

! 0 






10,200 

0 

4.300 

0 

0 



8,100 

0 

0 






12,400 

0 


o 


o 

o 


o 

o 

o 


o 


o 


o 


o 
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EXPLANATORY NOTES. 

1. Journal entry No. 4. At the date of acquisition this capital reserve is a 

sot-off against the loss then standing on the books of P, Ltd. N, Ltd.*s proportion 
of this loss (/i2,000) is ;^9,ooo, so that on setting off the capital reserve there 
remains a net debit of which represents the actual ‘‘Excess Cost of 

Acquisition.” At the date w'c are now considering, however, the loss has been 
entirely extingviislied by subsequent profits; since this profit is not distributable 
as dividend it is a capital profit from the point of view of the group, and now forms 
the Capital Reserve in the Consolidated Balance Sheet, except as to /700, which 
has in effect been used to extinguish the ” Excess Cost of Acquisition ” of 1 \ Ltd. 

2. journal entries 5 and 6. These should be self-explanatory. It may be 
remarked, however, that there is much to be said for N, T.td., actually passing 
these entries through its own books at the time it buys the shares in O, Ltd., the 
credit being, of course, to the investment account”itself. If this is done the 
matter of capitalising the pre-acquisition profits of O, Ltd., is dealt with once 
and for all, and there is no need to make any further adjustment in this connection 
on consolidation. 

3. Journal entry 7. This entry is made on the basis that fixed assets arc 
retained at cost in one account (though admittedly the ” account ” in the present 
case is only an entry in a schedule), while aggregate depreciation is accumulated 
in another account. This is most strongly recommended in all cases, as stated in 
Chapter Ilf, p. 17. 

Ltd., and Consolidated Subsidiaries. 

CONSOLIDATING SCHEDULES. DECEMBER 31. 19... 

Pkofit and Loss—Credit Side. 


I N, I.tcl. [ 

0. Ltd. j 

J>, Ltd. 1 

Adjustments. 

Total. 

1 

! C 1 

f. 



c 

£ 

Profit and I.oss, last year 

1 

2,100 1 

i 

300 

Dr. 2,700 

1 

5 

(> 45 \ 
Dr. 1,350/ 

1,005 

Profit and Loss this yiMr . . ; 

^6,100 [ 

Dr, 1,100 1 

3,100 

2 

Dr. f)()S j 

7,435 

Balance Sheet—Left Side. 





i N, Ltd. 

0. Ltd. 

1 

1 P, Ltd. 

Adjtistments. 

'lotal. 


i /: 

€ 

I ^ 


f i 

£ 

Share Capital of Subsidiaries 

i 

50,01M> 

1 30,oot> 

3 

Dr. 50,000"! 

Nil 




4 

Dr. 30,000 j 

Capital Reserves .... 


i 

i — 

4 

8,300] 
L 350 ■ 

Dr. i,35oJ 

8,300 


1 


5 



j 

i 

6 


I*rc)fit and Loss (need not be shown 


! 

i 




as it is alrfadv in the profit and 


1 

1 




loss account), 

Inter-Coinpanv Debts . 

_ 

1 .^,700 

600 

7 

Dr. 4,300 

Nil 

Current Liabilities. 

i I<,3oo 

; 2,200 

1 1,800 


— 

12,300 

Outside Interests—Share Capital 

! 

! 

! 

3 

•1 

5,ooo'i 
7.500 f 

12,500 

Outside Interests—Prcjfit and Loss . 

i 

! 



1 

Dr. 645) 

20 

! 


Hai.anck Sheet—Right Side. 



N, Ltd. 

0, Ltd. 

P, Ltd. 

Adjustments. 

Total. 

Fixed .Assets, at cost 

45 , 7 o<i 

50,800 

23,500 

7 Cr. 10,200 

109,800 

AgpreRatc Depreciation . 

32,.300 

I.S,200 

5,800 

7 Dr. 10,200 

46,100 

Intcr-Company Debts 

12,400 

— 

— 

8 tr. 12,400 

3 7,6oo\ 

6 Cr. i,35oJ 

Nil 

ICxcess Cost of Acquisition, O, Ltd.. 

Amount due from Subsidiary Com¬ 




6,250 

pany not Consolidated 

Current Assets .... 

18,200 

22,500 

15,100 

8 8,100 

8,100 

55,800 






CONSOLIDATED PROFIT AND LOSS ACCOUNT OF N, LTD., AND ITS SUBSIDIARIES DEALT WITH THEREBY 
(O, LTD., AND P, LTD.), FOR THE YEAR ENDED DECEMBER 31, ly... 
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ConsolidaUd :— 

Fully Paid Ordinary Shares .... 12,500 
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Statutory Information .—The following particulars (details are assumed) are 
required by the Eighth Schedule, para. 21, in relation to the non-consolidated 
company, Q, Ltd. These details are the same as are required by para. 15 (4) to 
be given by a holding company where group accounts are not submitted (note 
that the particulars required by para. 15 (2) and (3) are incorporated in the 
Consolidated Balance Sheet itself):— 

(Pursuant to sub-paragraph (4) (a).) The reason that the subsidiary, Q. Ltd., 
is not consolidated in the group accounts is that this company is incorporated 
and trading in a foreign country, and currency restrictions and depreciation make 
it impossible to ascertain the position satisfactorily. 

(Pursuant to sub-paragraph (4) (h) and (c).) Q, Ltd., has incurred losses 
since it became a member of the group, the details of which, as nearly as your 
directors can estimate them (taking the Ruritanian peso at 1,000,000 to the £) 
and so far as they concern the grouy), are as follows:— 

For the current year ........ 

For all previous years since Q, Ltd., became a member of the group 

No provision has been made in the group accounts for any of these losses. 


EXAMINATION QUESTIONS. 


I. A, Ltd., owns the entire capital of B, Ltd., and of the capital of C, Ltd. 
The follo\ving are the Profit and Loss items in the trial balances at December 31, 
1951, covering the year to that date :— 


Credits :— 

A, Ltd. 

B, Ltd 
/: 

C, Ltd. 

£ 

Tot.\l 

£ 

Sales ..... 

Sundry income .... 
Balance on Profit and Loss Account 

75 . 5 , 

4,831 

98,702 

127.749 

982,479 

4,831 

at December 31, 1950 ^ 

Debits :— 

30,119 

612 

.■5.723 

36,454 

Cost of Sales .... 

522,257 

06,281 

79,143 

667,681 

Selling Expenses .... 

J 3^597 

T 7.865 

26,035 

180,497 

Administration hZxpenses 

7 f>> 54 <^ 

IL 95 I 

13,84b 

96.337 

Depreciation Provision f(^r the Year 
Interest on Bank Loans and Over¬ 

5.319 

493 

1,032 

6,844 

drafts ..... 

Interest on Debentures, gross (paid 


— 

242 

242 

to December 31, 1931) 

Income Tax on I^rofits of the Year 

4,000 


— 

4.000 

1951. 

12,739 

738 

3,060 

16,537 

Dividends (net) Proposed for Year . 

7.875 

495 

3.150 

11,520 


The holdings in the sub.sidiary companies were acquired on Deceml)er 31, 1949, 
at which date the balances on their Profit and Loss Accounts were ;— 


B, Ltd. Loss 3.417 

C, Ltd, Profit 3,693 

No dividends have been declared or paid by tlie subsidiary companies since 
the date of acquisition. 

The sales of A, Ltd. include ^32,842 for goods sold to B, Ltd. Some of these 
goods were still in stock at December 31, 1951, and it is estimated that their stock 
value includes an inter-company profit of /a,246 (i95<^—nil). 

Sundry income in A, Ltd., includes £2,000 recovered in 1951 from a debt 
written otf as bad in 1949, and £410 interest on trade investments. 

The salaries of the directors of A, Ltd., for 1951 totalled £3,187 and are 
included in the administration expenses. No directors’ fees or other emoluments 
are payable. 
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You are required to prepare a detailed consolidated Profit and Loss and 
Appropriation Account for the year. 

Notes. —(1) Ignore taxation, except when dealing with the specific items given. 

(2) The division of the group profit between the holding company and 

the subsidiary companies is not required to be shown. 

(3) Rough workings must be submitted. 

{Institute of Chartered .Accountants.) 

2. Red, Ltd., owns the entire issued capital of White, Ltd., and /'o.ooo of the 
10,000 issued capital of Blue, Ltd. The following were the aliridged trial 
balances on December 31, 1951 :— 

WlIITIC, 


Red, Ltd. 

Ltd. 

.Bi.DK, Ltd 

. Total. 


f 

/ 

/ 

/ 

Fixed Assets (at cost) 


f>.743 

26,201 

>90,352 

Depreciation provision . 

90,391 

.5.99<» 

9,111 

>05,498 


'»3.92 7 

3.747 

17.180 

«4.«54 

Current Assets .... 

Shares in Subsidiaries (at cost) ;— 

210,462 

39,610 

49,o8() 

305.1.5« 

White, Ltd. 

7,000 

— 

— 

7,000 

Blue, Ltd. .... 

Amounts owing by subsidiaries :— 

24,000 



24,000 

White, Ltd. .... 

25 . 37 ^ 

— 


25 . 37 ^ 

Blue, Ltd. .... 

20,.S<>8 

— 


20,868 



,03.337 

£()(), z()(* 

0'*7.-3i 

Ordinary Share Cajiital (Authorised 





and Issued) .... 

250,000 

7.5«o 

lo,0<.)0 

267,500 

Current Liabilities 

38,102 

7.4^0 

Tb,744 

62,386 

Amounts owing to Holding Company 


.|’,S27 

M>.4^>7 

4»-234 

Proposed Dividends for 1951 (less tax) 
lYofit and Loss Account and General 

15.7.50 

— 

3-150 

1 8,900 

Reserve ..... 

53. 7 *^’ 

(>.550 

16,965 

77.231 


/357.(»2.S 

i43.357 

/'6(>,260 

M97.251 


At the acquisition of the subsidiaries on December 31, 1949, their Balance 
Sheets .showed the following reserves and undistributed jjnjfits ;— 

White, Ltd. Jh,iJE, Ltd. 

£ I 

General Reserve . . . 6,000 4,000 

Profit and Loss Account . i,^^i9 .5.320 

Neither White, Ltd., nor Blue, Ltd., has paid any rlividend since becoming a 
subsidiary of Red, Ltd. 

The differences on the inter-company balances arise as follows 

(1) Payments of £}^,^AA December 31, 1951, to trade creditors made by 
Red, Ltd., on behalf of White, Ltd., w'ere not taken up by the latter until 1932. 

(2) A remittance by Blue, Ltd., to Red. Ltd., of ^'1,461 011 December 31, 
195^1 not received by Red, Ltd., until the new year. 

The stock of White, Ltd., includes goods bought from Red, Ltd., and it is 
estimated that their value includes an inter-company profit of ^^2,246. 

You are required to prcqiare a Consolidated Balance Shetd as on December 31, 

1951- 

Rough 'Workings .should be submitted. 

Comparative figures for the preceding financial year are not required. 

(Institute of Chartered Accountants.) 
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3. Strontium, L#td., and Kariuin, JLtd., botli prepare accounts annually to 
December 31, and the issued capital of both companifis is in the form of fully paid 
ordinary shares of each. 

Barium, Ltd., has issued 80,000 shares and on Janaury i, 1950, Strontium 
bought 50,000 of these from existing members at the cost of £Sg,so'o paid in cash. 
The net assets of Barium, Ltd., as on December 31, 1949, as disclosed by its 
Balance Sheet prepared subsequently, after provision for a dividend of 10% for 
1949 (which was paid in April, 1950, and of which Strontium, Ltd., received 
^5,000) amounted to 3^140,000. 

The following statement shows the position of the two comiianies as on 
December 31, 1950 : - 

Summary of Halancks aftkr Closing Profit and Loss Accounts 

Strontium, Lto. Barium, Ltd. 



Dr. 

Ck. 

Dr. 

Cr. 

Share Capital 

1 

£ 

i 

£ 

. 

200,000 

— 

80,000 

Capital Reserves , 



— 

40,000 

Revenue Reserves as on December 31, 



1949 

— 

60,000 

— 

20,000 

lYofit for i<jso 


37,000 

— 

12,000 

Shares in Barium, Ltd. . 


— 

— 

Dividend thereon for 1949 

— 

5,000 

— 

— 

Fixed Assets 

I Do,5011 

r 53,000 

— 

Current Assets 

62,500 


17,300 

— 

t'urrent Liabilities 

— 

10,500 

— 

18,300 


/.3I 2.500 

/’31 2,500 

/i 70,300 

y 170.300 


There was nt) inter-conqia^' indebtedness. Neither company liad paid any 
inttTim di\'idend, an<l each now proposed to pay a dividend d jo^;, for 1950. 
You are required to draft a consolidated balance slieet. 

Sliow anv workings and ignore taxation. [Chartered Institute of Secretaries.) 

4. Tabulated below are the Prolit and Loss Accounts of l^arent, Ltd., A, Ltd., 
and B, Ltd., for tlie year ended March 31. 104^) :— 

Park NT, 




Ltd. 

A, Ltd. 

B, Ltd. 

Dr. 


L 

i 

L 

Brought I'orward as on .April 

r. 1945 • 


— 

25,000 

Directors’ hVes . 


5,.100 

3,200 

1,000 

Contributions to Staff Pension 

I^'uiids 

10,000 

7,000 

—- 

W rit ten-off Shares in B, Ltd, 


3,000 

— 


Provision for I'axation 


163,000 

64,000 

— 

Transfers to Re.serve . 


5(>,oot> 

18.000 

— 

l Yo|)o.sed Dividends (net) 


So, 000 

2,500 

— 

Carried Forwartl 


35,600 

69,300 

— 



£3.^7,000 

/ r6.^.ooo 

^26,000 

Cr. 


L 

1 

£ 

Brought Forward as on April j 

1. 1945 ■ 

30,000 

40,000 

— 

rrading Prtifits 


. 3 i 3 .o«o 

1 24,000 

500 

1 Proposed Dividend from A, Lt 

(I. (gross) 

4,000 

— 

— 

Carried J'orward 


— 

— 




/3.| 7.000 

£164,000 

£'26,000 
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You are informed :— 

(1) that on April i, 1045, Parent, Ltd., acquired— 

(i) 80% of the issued and paid up Ordinary Shares of A, Ltd., which has 
no other class of shares, and 

(ii) 75% of the issued and paid up Ordinar>^ Shares of B, Ltd.; 

(2) that the issued and paid up capital of B, Ltd., includes 10,000 5% 
IVeference Shares oi £1 each, of which 6,000 have for several years been held 
by Parent, Ltd., and on which the dividend has been paid up to March 31, 
1944. 

(3) that during the year Parent. Ltd., had purchased goods for £27,000 
from A, Ltd., at a profit of £8,300 to that company, and that of those purchases 
£15,000, which had yielded ^^5,000 of that profit, were included in the closing 
stocks of Parent, Ltd. at £14,000 ; 

(4) that included in the Plant and Machinery’ Account of B, Ltd., at cost, 
is plant purchased during the year from Parent, Ltd. (who manufactured it) at 
a profit to that company of £2,000 ; 

(5) that each coin2)any has provided for all taxation including income tax 
at 105 . in the £ on its income to March 31, 1946. 

Draw' up a Consolidated Profit and Loss Account for the year ended March 31, 
1946. Show' your detailed workings and indicate the correlative additions to and 
deductions from balances aggregated for inclusion in the Consolidated Balance 
Sheet. (Institute oj Chartered Accountants.) 


5. Tabulated below' are the draft Balance Sheets of Parent, Ltd., and its 
subsidiaries, A, Ltd., and B, Ltd., as on March 31, 1947 :— 



Parent, Lti>. 

\, Ltd. 

B, Ltd. 

Share Capital 

i £ 

/. i 

L £ 

Authorised, Issued and Paid up— 




Ordinary Shares of £ I each . 

500,0001 

1 50 ,<XX> 

12,500 

5% Cumulative Preference Shares of y i 




each ...... 


— 

20,000 

Mortgage l>ebentures .... 

55 o,fK)o 

50,000 

— 

Premium on Issue of Shares 

20,000 

175,000 


Creditors :— 




Parent, Ltd. ...... 

— 

.55.125 

— 

Members for proposed Dividend (net) 

— 

^,^ 5 o 


Others ...... 

io5,ootj 

32,fK)0 

3,000 


-105,000 

- 95,375 

3,000 

Bills Payable :— 




Issued to Parent, Ltd. .... 

— 

)0,(KK1 


Bank Overdraft ..... 

— 

h.b 25 

— 

Leas<^hold Amortisation Fund 


38,000 

— 

E.P.T. Post-war Refund ; 




Provisional Amount .... 

— 

9,000 

— 

General Reserve :— 




Brought Forward ..... 

75,rKK) 

20,000 


Added during Ye.ir .... 

J C) 0 ,(KX> 

Ho,000 



- 175,000 

- 1 (X>,fJOO 


Profit and Loss .\crounl ;— 




Brought Forward ..... 

120,000 

24 ,OW> 


Profit for Year ..... 

45,000 

141,250 



165,000 

165,250 


Proposed Dividend receivable from A, Ltd. 




(gross). 

12,500 

— 



177,500 

165,250 


Transferred to Reserve .... 

100,000 

80, OCX) 



77,500 

85,250 


Written-off Shares in B, Ltd. 

2,500 




- 75,000 



I»ro|)osed l^ivided (net) .... 


8,250 

— 


___ 

- 77.000 



^Roo.oofi f.'SS.joo 


£1,425.00(1 
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Goodwill, at cost .... 

Freehold and Leasehold Proi>erties, at cost 
Plant and Machihery. at cost 
Less Depreciation .... 

Leaseholds Amortisation iMind Policies 
Investments, at cost:— 

125,000 Ordinary Shares in A, Ltd. . 

12,500 Ordinary Shares in B, Ltd. . 

100,000 Preference Shares in B, Ltii. 

322,500 

T^ss Dividend (net) paid by B, Ltd., out of 
Surplus existing at date of Piircluise 7.Soo 

315,000 

J^ss Amount written off (Ordinary Shares in 

B, Ltd., during year . * . . 2,500 

-312,500 

80,000 Ordinary Sharers in Parent, Ltd. 

/200,ooo Mortgage Debentures of Parent. 

Ltd. 

Stocks, at cost ...... 75,000 

Debtors :— 

A, Ltd.—Current Account . . . 55,225 

,, —For Proposed Dividend . 6,875 

Others ...... 120,000 

-182,<K)0 

Bills Receivable :— 

Accepttrd by A, Ltd. .... 30,000 

Less :—distroimted .... io,ckk» 

- 20,000 

Balance at Bankers ..... 125,500 

Profit and I...0SS Account :— 

Credit Balance Brought l-'orward 
Dividend (net) paid thereout . 


Loss for \’t*ar ..... 

% 


Notes. —(i) On April i, A, Ltd., issued to l*arent, Ltd., 123,000 Ordinary 

Shares for £300,000 paid in cash. Tlie cash was applied by A, Ltd., 
in subscribing for 80,000 shares in Parent, Ltd., at 255. a share and 
£200,000 debentures at par. 

(2) On the same date, Parent, Ltd., acquired for cash at par 12,500 

Ordinary Shares in B, Ltd. A dividend of £7,500 net paid by B, 
Ltd., out of the surplus existing at the date of purchase was applied 
in writing down the cost of the investment which has been further 
reduced by £2,500 appropriated from profits. 

(3) The stocks of Parent, Ltd., include £40,000 purchased from A, Ltd., 

during the year, at a profit to the latter company of £10,000. 

(4) Tlie Plant and ISlachinery of B, Ltd., includes plant acquired from 

Parent, Ltd., during the year at a profit to the latter company of 
£(>,000. 

(5) The dividend on the Preference Shares of B, Ltd., is one year in 

arrear. 

The Directors of Parent, lAd., propose to publish a Consolidated Balance 
Sheet as on March 31, 1947, and dessire you : 

(а) to prepare detailed schedules of workings leading to items suitable for 
inclusion in that Balance Sheet, and 

(б) to draft the Balance Sheet. 

Calculations are to be made to the nearest pound. (Institute of Chartered 
Accountants.) 



100,000 

200,000 

90,00(j 5,«oo 

80,000 3,000 

— x,ooo 

10,000 

7,500 


Parent. Ltd. 

I C 

90,000 

270,000 

460,000 

110,000 

- 350,000 


300, OCK) 
12,5<K> 
10,00t> 


A, Ltd. 

C £ 

x75»ooo 

65,000 

70,000 

18,000 

- 52,000 

38,000 


B, Ltd. 

£ £ 

12,500 

12,900 

9 f>o 

- Z2,orjo 
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6. The following information relates to the three constituent members of 
group of companies. The issued ca].)itals of A, Ltd., and B, Ltd., and the reJatu^- 
holdings therein have remaiiunl unaltered since their formation some years ago. 
There were no pre-accpiisition profits. 



IJtll.DlNGS, 




Ltd. 

A, Ltd. 

B, Ltd. 

Issued Capital ; 


£ 

£ 

Ordinary Stock ..... 

1,000,000 

400,000 

250,000 

Cumulative Preference Stock 

()00,000 

n>o,ooo 

100,000 

Rate of Preference Diviilend 

ell 

0 0 

.1 .11 


Inter-company holding.s : 




Held by Holdings, Lt<l. 




Ordinaiy" Stock ..... 
Cumulative Ih-eference Stock . 

. 

400,000 

J oo,ooi> 

150,000 

50,000 

Held bv A. Ltd.— 


Ordinary Stock ..... 



50,000 

Balances at March 31, 1046 ;— 

i 

/ 

/ 

Revenue Re.serves ..... 

lO.Ol.lO 

UK), 000 

4 1,000 

IVofit and Loss AccouiU (credit) 


2 I ,S2t> 

18,480 

Year ended Mardi 31, 1947 “ 


i 

i 

Inter-cornpany Dividends Received (gro.ss) . 
Interest of J^ritish Ciovernment Securities 

7tS,oo() 

I 0 , 001 ) 


(gross) . ^. 

Trending Profit (subject to Depreciation and 

j 5.000 

S.ooo 

2,000 

Directors’ Fees, etc., shown below) . 

« 57.<->34 

11 2,627 

i 77 . 3 lt> 

Depreciation ...... 

(>,500 

3,001.) 

7 . 5 o<» 

Directors’ I'ees and Remuneration 

5,000 

2,000 

(>,OOo 

income Tax (sutfered by deduction^ . 
Dividends paid (net) - 

1 4 D. 35 <> 

S,ioo 

o< »o 

Preference Dividend for Year. 

I (>,500 


3 .: 6 »»> 

Interim C^rdiiiary Dividend 

44,000 

2 2,000 

2 7 . 3 ^'> 

Rate of Interim Onlinary Dividend (gros.s') . 


lo'*,, 


Provisions are to be made ft>r : - 


{■ 

i 

N.D.C. and Profits Tax for Year ended 




March 31, 1047 

S,ooo 

0.800 

11,500 

Income 'lax Scliedule D. 1047,4.s 

Proposed final Ordinary Dividend (subject 

04,000 

45,000 

ho, I 00 

to ta.x) ...... 

T 7 "o 




There is no managing director of Holdings, Ltd., and the directors of that 
company constitute the entire direclcjrate of A, Lid., and of B, lad. 

You are required to prepare both (i) and (2} l)clo\v, viz. ;. 

(1) Necessary" working schedules leading to - 

(2) Con.solidated Profit and Bo.ss Account of the group for the year ended 
March 31, iq.17, in sucli a form as to show the tinal baiance of revenue reserves 
and undistributed profits a])pearing in the Consolidated Balance Sheet as on 
that date. {Institute oj Chartered Accountants.) 

7. A limited c«)m])any, X, Ltd., has two wholly owmed subsidiaries, P, Ltd., 
and (), Ltd., both acquir(;d some years ago. Neither subsidiary has declared a 
dividend since acquisition. 

P, Ltd., has an issued capital of /4o,ooo, all in fully ])aid ordinary shares, and 
the cost of the.se shares to X, Ltd., was ^24,000. At the time X, Ltd., bought 
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the shares P, I-td., had no reserves and there was a debit balance of ;(j 1,000 on 
its Profit and Loss Account. Since then P, Ltd., has made profits, and there is 
now a credit balance of iT,ooo on its Profit and Loss Account. 

Q, Ltd., has an issued capital of /5o,ooo, all in fully paid ordinary shares, and 
the cost of these to X, Ltd., was ^^64,000. At the time of acquisition of these 
shares by X, Ltd., the reserves and undistributed profit of Q, Ltd., amounted to 
^8,000 but since acquisition Q, Ltd., has incurred losses which have reduced its 
reserves (includinR undi.stributed profit) to £^,000. 

You are required to state ; 

(fl) how you would recommend that X, Ltd., .should deal with the shares 
of the two subsidiaries in its books and accounts, and 

(h) how the position would be reflected in the consolidated accounts. 

(Chartered Institute of Secretaries,) 

8 . On July i. r945, M, Idd., boucuht, at a cf)st of £^7,^00, 40,000 out of the 
50,000 issued Ordinary shanks of C, Ltd., and has held them continuously ever 
since. Both companies make up accounts annually to June 30, and the Balance 
Sheet of C, Lid., drawn up as on June 30, 1945, disclosed (after providing for the 
final dividend for the previous year, in which M, Ltd., did not participate) a 
capital reserve of ;^'4,ooo and revenue reserves totalling £12,000. 

The respective Balance Sheets of the two companies as on June 30, 1949, in 
summarised form, were as follows : 


M, l.TO. Balanck Shkkt JrNK 30, 19.49. 


Issiied aiul h'lillv Paid 

( j 

h'ixed Assets 

L 

8^,000 

Capital 

100,000 Shares of £1 

100,000 1 

lnvc.‘stment in Subsidiary 
Company 


Revenue Reserves (including 
balance of Profit and Loss 

* 

40,000 Ordinary Shares 
in (', Ltd., at cost 

47..5OO 

Account) 


Dividend Receivable from 


Current Liabilities 

1 <1,300 ; 

j 

Subsidiary Company 

2,400 


Other Current Assets . 

38,900 


3(171,800 j 


3^171,800 


C, l/ri). Balanck S 

L 

Issued and Fully Paul 
Capital 

20,000 Preference Shares 

of ;fi . . 20,000 

50,000 Ordinary Shares , 50,000 

70,000 

Capital Reserve . 4,000 

Revenue Reserves (including 
Balance of IVofit aiul Loss 
Account) . 18,000 

Dividend Payable on Ordin¬ 
ary Shares . . . 3,000 

Other Current Liabilities H,500 

You are required to prepare a consolidated Balance Sheet as on June 30, 1949* 
(Chartered Institute of Secretaries.) 

T 


MEET—June 30, 1949. 

L 

Fixed Assets . . . 62,000 

Current Assets . 41,500 

;^I03.500 
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o. Prepare a Consolidated Profit and Loss Account for the }'ear ended March 
31. 1952, of X, Ltd., and its subsidiaries, Y, Ltd., and Z, Ltd. The l^olit and Loss 
Account’s of each company, and supplementary information, are given below 


Trading Profits ..... 

Investment Income (gross) 

Income from Subsidiaries (gross) :— 

Interest on Debentnre.s—Y, Ltd. 

Dividend Receivable—Y, Ltd. 

„ Z, Ltd. 

X. Ltd. 

£ 

28,000 

120 

200 

5,400 

1,500 

Y, Ltd. 

i 

20,000 

160 

Z. Ltd. 
£ 

12,000 
240 


35,220 

26,160 

12,240 

Deduct — 

Directors' Remuneration 

Auditors’ Remuneration 

Depreciation ..... 

Debenture Interest (gross) 

3,000 

500 

5,000 

1,500 

300 

3,000 

boo 

750 

200 

2,000 


8,500 

5AOO 

2.030 

Balance ....... 

20.720 

20,760 

9,290 

Deduct — 

Taxation on Profits and Income to date 
Profits Tax ..... 

Income Tax . 

3,000 

T 2,000 

3,860 

8,000 

T ,800 
4,690 


15,000 

I I, 80 o 

6,490 

Net Profit for Year ..... 
Add —Balance from last year 

TT ,720 

20,000 

8,900 

12,000 

2,800 
1 0,000 


31,720 

20,900 

12,800 

Deduct — 

Transfer to General Reserve . 

Proposed Dividends (net) 

5,000 

2,025 

2,000 

3 A 50 

2,000 

1,050 



5A50 


Balance to next year .... 

£24,005 

/ 1 5. 75 ” 

£' 9 , 7 .‘><> 


The holding of X, Ltd., in Y, Ltd., comprises >^27.000 ordinary stock out of a 
total of ;^3o,ooo; and in Z, Ltd., comprises £7,500 ordinary stock out of a total 
of 10,000. 

The balances on lYofit and Loss Accounts of V, Ltd., ami Z, I Ad., when (many 
years ago) X, Ltd., acquired shares in those companies were 

y, Ltd. .... £5,000 (credit) 

Z, Ltd. .... £.2,000 (debit). 

There were no other revenue reserves at date of acquisition, or at March 31, 

1951. 

Stock of Z, Ltd., at March 31, 1952, included £1,000 for goods invoiced by 
X, Ltd., at cost plus 25%. No provision has been made by X, Ltd., against this 
inter-company profit. 
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Director's Remuneration comprises 
Dirciior 

A 
B 
C 
D 
E 


Profit and Loss Accounts :— 
Trading Profit 
Before charging - • 

Provision for Depreciation 
Directors’ Remuneration . 
J)ebenture Interest (gross) 1 
Auditors’ Remuneration . 


Balance at January i, 1950 . 
Investment Income (gross) . 
Dividend from Ess, Ltd. (gross) 


Profits Tax to December 31,-1950 
Income Tax 1951-52 (estimated) . 
(rcneral Reserve . . . . 

Dividends Proposed (net) 


Balance at December 31, 1950 

Balance Sheets :— 

Fixed Assets at Cost . 

Less Aggregate Depreciation 

Interests in Subsidiary Oimpany 
Shares at Cost 
5% Debentures 
Current Account 
Dividend JProposed (gross) 

Current Assets . 


Share Capital—^Autliorised and Issued 
Reserves -General 

Profit and 1 -oss Account 
Income Tax. 1951-52 . 


X, Ltp. 

Y. Ltd. 

Z, Ltd. 


£ 

L 

£ 


1,000 

— 

— 


1,000 

500 

— 


T ,000 

250 

250 


- ■■ 

750 

— 



— 

500 



£1.500 

£750 



[Incorporated Accountants,) 

Ltd,, and its subsidiary Ess, Ltd., for 

Aye, 

Ltd. 

Ess, Ltd. 

/ 

£ 

£ 

£ 


f'f >.373 


28,41 2 

• 5.177 


3.492 


5,000 


3.000 


td. - 


750 


320 

10.497 

100 

7.342 




55 . 87 f'> 


21,070 


2 f >.957 


4.650 


750 


— 


6,000 


— 


8<»,583 


25,720 

. TO, 160 


4 »i 55 


• 24.750 


^.907 


. 20,000 


4,200 


. 12,600 

07.510 

4,200 

21,462 




22,067 


4,258 

£ 

£ 

£ 

£ 


95.459 


34.350 


21,73s 


7,270 


73.721 


27,080 

• 37 . 5 o« 

. 20,000 

. 11,021 




6,000 




— 

75.421 


— 


307,746 


71.421 


256,888 


9^.501 


I 00,000 


20,000 


40.^45 


11,800 


22,067 


4.258 


24,75^. 


8,907 


187,668 


44,965 

. 

— 


20,000 


5% Debentures . 
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Ave, Ltd. 

Ess, Ltd. 

Balance Sheets (continued) :— 

l L 

l £ 

Current Liabilities :— 



Sundry .... 

• 33 .T 23 

8,230 

Profits Tax to December 31. 

1950 10,160 

4.155 

Income Tax, 1950-51 

• 13.337 

5.030 

Current Account—Ess, Ltd. 

. . — 

11,921 

Proposed Dividends (net) . 

. 12,600 

4,200 


-69,220 

33.536 


£256.888 

£g8,5or 

Aye, Ltd., acquired 15,000 £ 

1 shares in Ess, Ltd., on 

January i, 1950. at 


£2 lo.s, per share. At that date Ess, Ltd., had reserves as under : 


General Reserve ..... 7,600 

t*rofit and Loss Account .... 4,650 
Future Income Tax, 1950-31 . . 5,050 


On April 1, 1950, Ess, Ltd., issued ^20,000 5*^, Debentures to Aye. Ltd. .\t 
December 31, 1950, Ess. Ltd., had in stock goods valued at ;^9,6oo purchased 
from Aye, Ltd., which sells to its subsidiary at cost plus 20%. 

Prepare Consolidated Profit and Loss Account for the year ended December 
31. 1950, and a Consolidated Balance Sheet at that date. {Incorporated 

Accountants.) 

II. Parent Co., Ltd., purchased 90% of the Ordinary Shares in A.B., l-td., on 
June 30, 1949, at a cost of £30,000. No Balanci Sheet was prepared at the date 
of acquisition. The Balance Sheet as at December 31, 1948, and December 31, 
1949, of A.B., Ltd., was as follows :— 



1948. 

1949. 


1948. 

1949. 


£ 

£ 


L 

£ 

Capital, 10,000 Shares . 

10,000 

10,000 

Net A.ssets 

30,000 

3S.0OO 

Revenue Reserves 

20,000 

22,000 

Goodwill 

5,000 

5,000 

Appropriation Account 

5,000 

11,000 




£35.000 

£43,000 


£35.000 



Parent Co., Idd.'s, Balance Sheet at December 31, 1949, was as under : - - 



£ £ 

Capital 

100,000 

Reserves ;— 


Capital 

10,000 

Revenue 

50,000 


- 60,000 

Appropriation Account 

20,000 


80,000 


£ 

Subsidiary Co. :— 

Cost of 9,000 £1 Shares 

A.B.. Ltd. . 30,000 

Other Net Assets . 150,000 


/iSo.ooo 


Prepare the Consolidated Balance Sheet of Parent Co., Ltd., as at December 
31. 1949. (Incorporated Accountants.) 
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**•. following are the Profit and Loss Accounts of Aye, Ltd., and its 
subsidiaries. Bee, Ltd., and Cee, Ltd., for the year ended December m 
1948;— ^ ’ 


Trading IVofit for the year before taking into 
account the items set (lut below 
Investment Income (gross) 

Profit on Sale of Plant to Ce^e, Ltd. 

Proposed Dividends, i04« (gross) > - 
From Bee, Ltd. .... 

Cee, Ltd. 


ITovisioiis for Depreciation 
Directors’ Remuneration . . . . 

Debenture Interest paid to Ayt‘, Ltd. (gross) 
Auditors’ Keiuuneralioii . . . 


Balance 

,, January i, 104S 


Profits Tax C.A.I*. ended December 31, 1048 
Income 'fax, 194S-49 . • . 

,, 1949-50 (estimated) 

Transfer to Reserve . . . . . 

Preference Dividends Year 1948 (net) . 
Proposed Ordinary Dividends Year 1948 (net) 


Balance carried Forward 


Aye, Ltd. 

Bee, Ltd. 

Cee, Ltd. 

£ 

L 

£ 

94.500 

40,000 

30,000 

1,000 

500 

— 

— 

1,000 

— 

6,400 

_ 

_ 

3,600 

— 

— 

£105,500 

£41,500 

£30,000 

10,000 

3.500 

5,000 

5,000 

2,000 

2,000 


— 

500 

500 

250 

200 

£15,500 

£5.750 

£7.700 

90,000 

35.750 

22,300 

8,650 

4,200 

3.750 

£98,650 

£39.950 

£26,050 

1 2,000 

5,000 

4,000 

1,500 

500 

100 

37.500 

^3.500 

9,000 

25,000 

10,000 

7,000 

1,650 

330 

275 

11,000 

4,400 

2,640 

£88,650 

;i 33 . 73 o 

£^3.015 

£ 10,000 

£6,220 

£ 3 .pJS 


Issued Share Capital :— 
I^eference 


£50,000 


£10,000 


£10,000 


Ordinary ...... £'200,000 £100,000 £80,000 


Aye, Ltd., holds 80% of the Ordinary Share Capital of Bee, Ltd., and 75% of 
the Ordinary Share Capital of Cee, Ltd. All the l^efcrence Shares are held out¬ 
side the group. 

You are required to prepare the Consolidated Profit and Loss Account of 
Aye, Ltd., for the year 1948. (Incorporated Accountants.) 

13* You are required to prepare the Consolidated Balance Sheet, as at 
December 31, 1950, of C.G.E. & Co., Ltd., and its two Subsidiaries, B.T.P. & Co., 
Ltd., and A.O.B*. & Co., Ltd. 
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The Balance Sheets as at December 31, 1950, were as under ;— 
C.G.E. & Co., Lxn. 

£ £ 


Capital and Surplus :— 
125,000 {j Shares, 
fully paid 
Revenue Reserves 
Profit and Loss Ac¬ 
count . 

Current Liabilities : 
Account Current wit h 
A.O.B. & Co.. Ltd.. 
Others 


125.000 
18,000 

ih.ooo 


i5<>,ooo 


7.000 


10,300 


Fixed Assets . 

Investments in Sub¬ 
sidiary Companies, 
at cost:— 

75,000 Shares 

fully paid, B.T.P. 

& Co., Ltd. . 85,000 
15,000 £i Shares, 
fully paid, A.O.B. 

(& Co., Ltd. . 18,000 

Current Assets :— 

Stock in Trade . 12,000 

Account Current 
with B.T.P. & 

Co., Ltd. . . 8,000 

Others . . . 18,300 


£ 

28,000 


103,000 


:fTbQ,300 


3^.300 

^^169,300 


Capital and Surplus :— 
100,000 Shares, 

fully paid 
Revenue Reserves 
Profit and Loss Ac¬ 
count . 

Current Liabilities :— 
Account Current with 
C.G.E. & Co., Ltd, 
Others 


B.T.P. & Co., Ltu. 

i L ! 

I Fixed Assets 

I Investment in Subsidiaiy' 
luo.ooo ! Company, at Cost :— 

10,000 40,011 j /i Shares, fullv i>aid, 

! A.O.R & Co., 

2,000 , Current Assets 

-112,000 ; 


55,000 


53,000 

Ib,ooo 


7,000 

5,000 


12,000 


124,000 




Capital and Surplus : — 
60,000/1 Shares, fully 
paid 

Revenue Reserves 
Profit and Loss Ac¬ 
count 


A.O.B, & Co., Ltd. 


60,000 

7,200 

5.100 


72,300 

;g72.300 


Fixed Assets . 
Current Assets :— 
Account Current 
with ('.G.E. 

Co., Ltd. 

Others . 


i 

37 . 5 «o 


3.300 

31.500 


34,800 


The purchases of the investments were all made on June 30, 1950. 
Immediately prior to the purchase of the investments the Subsidiary Com¬ 
panies’ Balance Sheets showed :— 
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Revenue Reserves . 
Profit and Loss Account 
Current I-iabililies . 
Fixed Assets . 
Stock-in-Trade 
Other Current Assets 


B.T.P. & Co., Ltd. 

£ 

9,000 

1,000 

4,000 

55,000 

4,000 


A.O.B. & Co., Ltd. 

I 

6,000 

840 

36,840 

30,000 


Dividends have not been declared by any Company during the year ended 
December 31, 1950, and neither are any proposed. 

The whole of the Stock-in-Trade of B.T.P. & Co., Ltd., as at June 30, 1950 
(^4,000), was later sold to C.(t.E. & Co., Ltd., for ,^4,400 and remained unsold as 
at December 31, 1950. 

Included in the Account Current of B.T.P. & Co., Ltd., is a charge for interest 
of /320 which has been credited to C.G.E. & Co., Ltd. 

**C^sh-iii-Transit from B.T.P. & Co., Ltd., to C.G.E. & Co., Ltd., was ;£ 1,000 
as at clo.se of business on December 31, 1950. (Incorporated Accountants.) 

14. 'rhe following are the summarised trial balances as on December 31, 1950, 
of three finance companies before taking into account any appropriations or 
linal dividends to be recommended l>y the directors :— 



Ad ASTRA, 

Better, 

Capit, 


Ltd. 

Ltd. 

Ltd. 

Credit Balances ; 

Is.sued Share Cajiitals in Shares of £i- - 

i 

i 

£ 

Ordinary . . . . . 

1,000,000 

600,000 

400,00a 

t>% Preference . , . . 

— 

300,000 

100,000 

5% Preference .... 

500,000 

' — 

— 

4J ?o r>ebcnture Slock .... 

500,000 

— 

— 

Share Premium Account 

* — 

— 

100,000 

(General Re.serves as at 1 )eceijl)er 31, 1949 
Profit and Lo.ss Account balances. Decem¬ 

400,000 

j 20,000 

40,000 

ber 31, 1949 ..... 

Investment Trading Profit for the year 

95 . 4 ^^^ 

43,200 

12,048 

ended Decemlier 31, 1950 . 

Income from Investments for the year 

93.505 

T9.450 

7,480 

ended December 31, 1950 . 
interim Dividend on 6% Preference 
Share.s of Better, Ltd., for half-year 

66,320 

61,050 

34,820 

ended June 30, 1950 

3,000 

— 

— 


/2,658,245 

/Ji, 143,700 

£0^4,348 

Debit Balances :— 

Net Assets other than Interests in Sub¬ 

£ 

£ 

£ 

sidiaries ...... 

1,861,440 

1,040.400 

686,248 

Management Expenses 

Interim Preference Dividends for Half- 

21,805 

4.300 

5,100 

year ended June 30, 1950 . 

12,500 

9,000 

3,000 

Debenture Stock Interest 

Shares in Group Companies, at cost:— 
Ordinary Shares— 

22,500 



Better, Ltd. . 400,000 

400,000 

— 

— 

Capit, Ltd . . 200,000 

240,000 

— 

— 

M ... 75.000 

Preference Shares— 

— 

90,000 


Better, Ltd. . 100,000 

100,000 

— 

— 


;t 2 , 658,245 

;£l,143,700 

;£ 694,348 
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The directors of the various companies recommend that the Preference 
Dividends for the half-year ended December 31, I 950 » should be paid and in 
addition recommend :— 


Adastka, Better, Capit, 

Ltd. J/rn. Ltd. 

Transfers to General Reserve . . £50,000 £15,000 £4,000 

Ordinary Dividends for year 1950—actual 7P‘o 


The Preference shareholders arc only entitled to dividends at the rates stated, 
and are not entitled to any participation in surjdus assets in the event of 
winding-up. 

The share capitals of all companies have remained unchanged since their 
formation. Adastra, Ltd., subscribed at par for the shares it holds in Better, 
Ltd., when that company was formed. The shareholdings of Adastra, Ltd., and 
Better, Ltd., in Capit, Ltd., were purchased (ex 1949 dividend) on January' i, 

1950- 

It has been decided that tlie companies in the grt)up should, in accordance 
with previous practice, take credit for final dividends receivable on inter¬ 
company shareholdings. 

You are required :— 

(a) to prepare the Profit jxnd Loss Accounts of Adastra, Ltil., for the year 
ended December 31. 1950; 

(h) to prepare the Consolidated Profit and Loss Accounl of Adastra, Ltd., 
and its subsidiaries for the year ended December 31, 1950, and 

(t) to prepare a schedule showing the interest of the minority shareholders 
in the capital, re.serves and undistributed profits of the group, as required for 
inclusion in the Consolidated Balance Sheet as at December 31, 1950, and to 
give appropriate wording for this item. 

Ignore Tax.ation, Directors* Pees .and comparative figures. 

f [Chartered Accountants,) 


15. Tins, Ltd., Cans, Ltd., and Bo.xes, Ltd., are three companies who.se 
financial years end on December 31. On January i, 1948, Cans, Ltil., purchase<l 
25,000 shares in Boxes, Ltd, On December 31, 1948, 'J'ins, Ltd., purchased the 
whole of the issued share capital of Cans, Ltd. and on the same date bought from 
various shareholders other than Cans, Ltd., 25,000 shares in Boxes, Ltd. 

Each company prepared draft accounts for the year ended December 31, 194!^. 


and their trial balances after preparing 
may be summarised thus :— 

Credit Balances :— 

Creditors .... 
Current Account Tins, Ltd. 

,, ,, —Cans, Ltd. 

General Reserve 
Overdraft—Western Bank 
Profit and Loss Account at Decem¬ 
ber 31, 1947 .... 

Profit and Loss Account—Year ended 
December 31,1948 

Provision for Depreciation—at De¬ 
cember 31, 1948 .... 
Provision for Plant Renewals . 

Share Capital—Authorised and Issued 
in Shares of £i each 


Profit and Loss Accounts for the year 


Tins, Ltd. 

Cans, Ltd. 

Boxes, Ltd. 

i 

£ 

£ 

46,420 

22,700 

27,300 

— 

15.400 

600 

— 

. 

L 35 <> 

50,000 

10,000 

18,000 

— 

12,490 

— 

10.5 80 

7,600 

3.960 

53,280 

12,400 

10,500 

— 

20,000 

7.575 

13.700 

■ - 

— 

200,000 

100,000 

75.000 

;f 379 . 98 o 

£200.590 

;£» 44.285 
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Debit Balances :— 

Balances with United Bank 
Cost of Shares in Cans. Ltd. 

„ ,, Boxes, Ltd. 

Current Account, Cans, Ltd. 

,, ,, Boxes, Ltd. 

Debtors 

Goodwill—at cost . 

Plant and Machinery—at cost 
Stocks .... 

;^20o,5f)o ;^144,285 

You are informed that :— 

(i) half the Stock of Cans, Ltd., had been invoiced to that company by 
Tins, Ltd., at cost plus 33i%; 

(ii) the ditTerence on current accounts arises from a cheque in course of 
post at December 31 being dealt with by the receiving company as a January 
IQ49 item; and 

(iii) the proposed dividends are Tins, Ltd., 15% and Boxes, Ltd., 
10%. 

You are required to prepare the Consolidated Balance Sheet of Tins, Ltd., and 
its subsidiaries as on December 31, 1948. Ignore taxation. {Charteyed 

A ccountants.) 

16. On March 31, 1931, A.B., Ltd., purchased 90,000 Ordinary Shares in 
C.D., Ltd., for /'i 33,000, the^consideration being the issue by A.B., Ltd., of 
100,000 Ordinary Shares at a premium of 7s. per share. 

The Balance Sheet of C.D., Ltd., at December 31, 1931, may be summarised 
as follows : - 

I 

Capital, T00.000 Shares of eacli 100,000 
Capital Reserve .... 22,000 
Profit and Loss Account :— 

Balance, December 31, 

1950 . . £7.200 

Profit for year . 11,000 

18,200 

Dividend in respect of 1950, 
paid June 15, 1951 3,000 

- 13,200 

Creditors ..... 16,800 

£132.000 


Show liow these matters would be dealt with, ignoring taxation, in the books 
of A.B., Ltd., and in the Consolidated Accounts for the year ended December 31 
19.51. (Incorporated Accountants.) 

17. A, B, C, and D form a group of companies, A being the holding company, 
and the following tabic shows the issued share capitals of the several subsidiaries, 
the inter-company holdings and a summary of the reserves appearing in the 
separate Balance Sheets of the subsidiaries on December 31, 1951 :— 
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6% Preference Shares 

B. 

Held 

£ 

40,000 A. 
()o,ooo O.S.* 

c. 

Held 
i by 

D. 

Held 
£ by 


£100,000 

Nil. 

Nil. 

Ordinaiy^ Shares 

400,000 A. 
100,000 O.S.* 

240,000 A. 
i()o,ooo O.S.* 

140,000 B. 
Oo.ooo C. 


£500,000 

/.4i»o,ooo 

£200,000 

Reserves in separate Balance 
Sheets at December 31, 1951 
Capital .... 
Revenue 

100,000 

400,000 

Nil. 

200,000 

Nil. 

300,000 


* Note .—" O.S/' above indicates that the shares in question are held by 
shareholders outside the group. 


On June 30, 1952, A bought from outside sharehoMers a further 80,000 shares 
in C. bringing their holding up to 320.000, 

None of the companies paid interim dividends on any class of shares during 
1952, and the ascertained profits for that year, before any appropriations, were :— 

B, j^5o,ooo; C, £^b,ooo ; and D, ;f3o,oo(). 

Draw up a statement showing the group capital and revenue reser\es at 
December 31, 1951, and movements during 1952. [Chartered Secretaries,) 

18. Company A having an Issued Capital of 500.000 Ordinary Shares of 105. 
which are quoted on the Stock Exchange at 25s., acijuircs the entire Share 
Capital of Company B, whose Ordinan'’ Shares oj /i are quoted at bd. and 
are represented by a summarised Balance Sheet as follows :— 


Company B. 


£ ' 

Share Capital—100,000 Ordin- ! Goodwill .... 

ary Shares of /i . too, 000 i Fixed Assets 

Capital Reserve . 20,000 ' Current Assets, less Current 

l^ofit and Loss Account 30,000 j Liabilities 


£ 

20,000 

60,000 

70,000 


£150,000 


;^I50,000 


The consideration is the issue of two new Ordinary Shares of 10s. (with the 
same rights as those already issued) in Company A for each Ordinary Share of £i 
acquired in Company B. 

You are required to set out :— 

(i) all the relative entries in the first subsequent Consolidated Balance 
Sheet of Company A and its subsidiary B, giving effect to the above transaction ; 

(ii) Any provisions of the Companies Act, 194H, relating to tlie application 
of any balances ari.sing. 



Chapter XIV 


DEPARTMENTAL AND BRANCH ACCOUNTS. FOREIGN 
BRANCH ACCOUNTS 

1 . Departmental Accounts. 

When a selling organisation is conducted on modern lines, whether 
it be a wholesale or a retail organisation, the business is usually sub¬ 
divided for administrative purposes into appropriate departments. 
Thus, for example, a dealer in leather goods may subdivide his business 
into the following departments: Ladies' Bags, Fancy Goods, Fitted 
Cases, Suit and Attache Cases, Dog Equipment, Miscellaneous, etc. 
Insurance companies are compelled by Statute to departmentalise 
their activities as between Life, Fire, Accident, Employers' Liability 
insurance, etc. Departmentalisation is equally applicable to services, 
e.g. piano-tuning, and the division adopted may be founded upon the 
areas served, or upon any other convenient basis. It is also adapted 
to manufacturing biisinc‘sses, and the principles are the same. The 
last aspect is further considered in the chapter on Cost Accounting. 

For administrative purposes, this subdivision of activities is usually 
accompanied by a corresponding subdivision of the accounting 
records in order that the trading results of each department may be 
ascertained separately. • 

Necessity for Subdivision.—In a business which deals in several 
commodities, departmental accounts are imperative. Intelligent 
management cannot otherwise be secured. If the business as a whole 
shows a profit, that is no indication that some of its departments are 
not being worked at a loss. Experience amply demonstrates that, in 
this type of business, departments may be run at a loss for long periods 
unknown to the management until the fact is brought to notice 
through accident, or some outside cause. It is true that, sometimes, a 
department is deliberately conducted at a loss in order to attract 
customers, but though the loss be intentional, the actual cost of this 
particular mode of advertisement should be known to the management. 

Purchases.—In order to ascertain the trading results of each depart¬ 
ment, the records must be arranged to facilitate analysis. Usually, it 
is inconvenient to keep separate purchases ledgers for each department, 
since any one transaction may be distributed over more than one 
department. The business will also need a comprehensive survey of 
its dealings with its creditors. This, however, is no bar to the analysis 
of the purchases. Occasionally this analysis is made on the face of the 
invoices, credit being also given for the discount due to each depart¬ 
ment on its share of the invoice. This practice is not commendable, 
and the analysis of the invoices in a properly ruled Departmental 
Purchases Book is more usual and dependable. If one central store 
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5 :^ 
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Q 


I 

! 


ii 

■\ 

I: 

!> 


!i 

i 
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is maintained, the goods will usually 
be issued to individual departments on 
the imprest system—similar to the 
method adv'ocated for keeping the 
Petty Cash, the issues being analysed 
in an Issues Day Book. As stated 
above, the purchases should be recorded 
in a columnar Departmental Purchases 
Book, ruled as here shown. 

In modern })ractice, loose sheets are 
frequently used for this purpose, and 
afterwards inserted in a binder for 
safety until the end of the financial 
period, wdien they can be removed to 
transfer cases for storage. The most 
modern development is to omit all 
names and particulars, merely referring 
to the invoice number. Special adding 
and tabulating machines may be em« 
ployed to make the analysis. The total 
column is used for posting to the 
personal ledgers and for checking the 
cross casts. The summations of the 
analysis columns are posted to a 
columnar purchases account in the 
Nominal Ledger, with the exception of 
the Private or Nominal Ledger 
items. The latter consist of “ capital 
and similar purchases, and are posted 
in detail to the appropriate accounts. 
Returns are similarly dealt with. 

Sales.—^W^here customers buy from 
one department only, it may be 
practicable for each department to keep 
its own sales ledgers, but it more usually 
happens that each customer's account 
includes goods from several depart¬ 
ments. In such a case, separate ledgers 
would be impracticable. Moreover, 
customers generally prefer a combined 
statement, and the management should 
know the full extent of each customer's 
indebtedness. For these reasons, the 
Sales Ledgers must be centralised in the 
counting house, and separate Sales 
Books or Analyses provided. Analysis 
is generally necessary, as many orders 
will cover several departments. The 
necessary analysis may be done either 
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in a Departmental Sales Book, or on loose sheets. Returns inwards 
must also be suitably analysed in a columnar Departmental Returns 
Book. The ruling and posting of the Books or Analysis Sheets for 
departmental sales and returns are similar to those for departmental 
purchases given above. Cash sales are dissected at the close of each 
day and recorded in a columnar Departmental Cash Sales Book; from 
thence they are entered in daily or weekly totals in the General Cash 
Book and posted to the credit of the respective departments. 

If, as not infrequently happens in practice, sectional balancing of 
the ledgers is employed, a double analysis will usually be necessary. 
It will be evident that if a customer has credit transactions with more 
than one department and each customer has (as recommended above) 
only one ledger account it is impossible to divide the sales ledger on a 
departmental basis. If there are several sections in the Sales Ledger 
it is almost certain that the sections will be arranged on either a 
geographical or an alphabetical basis. Exactly the same difficulty 
arises in either case. Let us assume the business has five selling 
departments, which we may call A, B, C, D, and E, and that the 
ledger is divided for balancing purposes into four sections, identified 
as W, X, Y, and Z. Then for departmental purposes the sales for each 
period must be analysed as between A, B, C, D, and E, and for 
sectional balancing purposes they must also be analysed as between 
W, X, Y, and Z. The most convenient method of making the analysis, 
in any given business, must depend on circumstances, but whatever 
the method it must be such as to give the required figures with 
certainty and accuracy and without undue expenditure of time on the 
part of the staff. If, as fti the case suggested above, the numbers of 
the departments on the one hand and sections on the other is not too 
great, the ruling of the Day Book itself may be extended by simply 
adding sufficient additional columns. The use of the columns will be 
evident: one is required for each department and one for each ledger 
section, as well, of course, as the usual total ” column. A sale by 
department B " (say) to a customer whose account is in the “ Y " 
section will be entered {a) in the total column, and extended into both 
the “ B " and the Y ” columns. Copy invoices must be marked in 
such a way as to make these extensions easy and reasonably fool-proof, 
and the same, of course, applies to any returns (evidenced by credit 
notes). At the end of the period all columns are cast, and the sum of 
the totals of the departmental columns must agree with the total 
of the “ total ” column. Similarly, the sum of the totals of the 
“ sectional balancing" columns (which are posted, of course, 
to the control accounts) must agree with the total of the “ total 
column.*' 

The above system is sufficiently self-explanatory, and is the best 
method to use where the number of colunrins required is not so large as 
to render the Day Book uncomfortably wide. When this happens one 
of the analyses must be carried out in a separate book (or loose-leaf 
sheets), the necessary agreement of totals being made at as frequent 
intervals as convenient. Machine accounting, of coarse, lends itself 
to still other methods. 
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Stock.— If stock ledgers are kept, these will be departmentalised, 
except in respect of goods still in the central store (if any). In any case, 
stock-taking must be recorded departmentally. 

Other Trading Account Debits. —All expenses solely and neces¬ 
sarily incurred in putting goods into saleable condition must be ana- 
lysed as between the various departments, usually a fairly simple task. 
Carriage Inwards should be attached to the goods on which it is 
incurred. If a central store is in operation, the issue price can be made 
to include carriage. Wages generally can be definitely charged to the 
respective departments. Ware/wuse Expenses may have to be appor¬ 
tioned on the turnover of, or the average stock held, or the square 
feet occupied, or the number of articles sold by, each department, or 
upon some other equitable basis. 

Gross Profit. —Where the accounts are kept on the above basis, 
departmental trading accounts are easily prepared, and the respective 
gross profits ascertained. In some cases the separation of results is 
not carried beyond this point, but in others the whole of the expenses 
are analysed, and the net profit of each department is determined. 

Departmental Profit and Loss Accounts. —Only in rare cases are 
the expenses spread evenly over the departments. For this reason, the 
gross profits shown may not be indicative of the net results achieved. 
The class of goods, the position occupied by the department in the 
store, and similar considerations must be taken into account, and it 
may w^ell happen that a large gross profit is more than absorbed by 
office and selling expenses. Departmental.Profit and Loss Accounts 
are, therefore, generally speaking, essential, in order to ensure that 
not only the business as a whole but also each department is earning 
an adequate net profit. Further, these accounts facilitate the collection 
and comparison of results period by period, and often disclose valuable 
information regarding the ratio of expenses incurred by each depart¬ 
ment, the trend of public taste, seasonal demands, relative working 
capitals, average yields, etc. The slight additional labour and expense 
involved in preparing these departmental accounts will almost 
invariably be more than made good by the additional grip they afford 
upon the business, revealing as they do where expansion or retrench¬ 
ment is necessary. 

Allocation of Expenses. —Where the expenses are incapable of direct 
analysis, one or more of the bases mentioned above as applicable for 
warehouse expenses may be adopted for suitable items of expense, 
but each item must be judged on its own merits, taking into considera¬ 
tion the circumstances in which it arose. The following general rules 
are usually applicable:— 

(i) Expenses directly incurred in selling and securing payment for 
goods should be charged against the departments in proportion to the 
total sales of each department. 

Office-organisation expenses, travellers* commission and expenses, 
and superintendence and administration charges fall under this heading. 
Discounts also are usually apportioned on this basis, although, strictly 
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TRADING AND PROFIT AND LOSS ACCOUNT 



Depart¬ 
ment A 


Depart¬ 
ment B 


Depart¬ 
ment C. 

Total. 

To Stock. 

„ I\irchascs. 

„ Transfer^. 

„ Carriage Inwards .... 

„ Balance being Gross Profit carried down 

£ 

X.X 43 

3.465 

18 

s. 

x6 

24 

0 

d. 

4 

1 

6 

£ 

986 

3.244 

120 

18 

s. 

14 

r 

X 

0 

d. 

6 

3 

0 

6 

-- 

264 

1.421 

30 

12 

2 

0 

0 

d. 

5 

i 

3 

£ 

2,395 

8,120 

250 

45 

5 . 

3 

27 

X 

I 

d. 

3 

7 

8 

3 

4.627' lO 

2.734! *7 

11 

3 

4.368 

2.059 

27 

6 

3 

0 

2.714 

255 

25 

5 

7 

0 

10 , 7 X 2 

3,049 

3 

8 

9 

3 


£6,362 

8 

2 

£5.428 

_3 

3 

£1,970 

0 

7 

£13,760 

12 

0 

To Rent, etc. ..... 

32.5 

18 

7 

325 

x 8 

7 

162 

29 

4 

8 X 4 

t 6 

6 

,, Wages and Salaries .... 

256 

14 

0 

256 

14 

0 

128 

7 

0 

641 

T 5 

0 

„ Discounts and Allowances. 

18 

16 

! 10 

18 

t 6 

10 

0 

8 

5 

47 



„ Advertising and Catalogues 

132 

9 

9 

232 

9 

10 

66 

4 

XX 

3 _ 3 i 

4 

6 

,, Bad Debts. 

,, Addition to Bad Debts Provision 

63 

2 

29 

14 

1 11 

! 3 

63 
2: 

19 

24 

TO 

2 

32 

1 

29 

! 7 

IX 

X 

259 

6 

29 

15 

8 

6 

,, Printing and Stationery . . . | 

27 

11 

9 

27 

ir 

9 

23 

; 15 

i 20 

68 

29 

4 

„ Cornrnisston.i 

44 

5 

7 

44 i 

s 

7 

22 

! 2 

!to 

110 

24 

0 

„ Postages, etc. . 

37 

13 

1 « 

37 

13 

8 

x 8 

16 

10 

94 I 

4 

2 

,, Insurance . . j 

12 

2 

2 

12 

2 

2 

6 

! X 

X 

30 

5 ; 

5 

,, General Expenses . . , 

42 

6 

0 

42 

6 

0 

21 

1 3 

0 

105 

25 

0 

,, Depreciation on Furniture. . . j 

20 

0 

o' 

20 

0 

0 

xo 

1 0 

0 

50 

0 

0 

. > 

984 

12 

61 

984 

1 -i 

12 

5 

492 

1 ^ 

3 

2,461 


2 

„ Balance earned down being Net IVofit i 



1 

1 









for the year . . . i 

wo 

4 

9 ; 

74 ! 


7 

1 237 


3 

587 

17 

X 

|iCi ,734 

1 

3 '£2.059 

1 *! 

0 1 

! 

£*55 


0 

£3,049 

8 

3 


Dr. 


To Interest on Capital. 

,, H. Dickson, Share of Profit ....... £337 13 7 

„ G. Dickson, Share of Profit ....... 237 13 6 


i £ 

s. 

d. 

250 

0 

0 

475 

7 

I 

£725 

7 

X 


speaking, they are more properly apportionable on the basis of the 
turnover for the periods in which the relative sales were made. If 
the turnover is fairly constant and the discounts are small, the results 
will be approximately accurate; but, in many businesses, the turnover 
is seasonal, and the lag '' of discount allowances should be taken into 
account. For example, if three months is allowed for pa5rment, the 
January sales will be reflected in the April discounts, so that the dis¬ 
counts for the year January i to December 31 would be more properly 
apportioned on the basis of the sales from October i to September 30. 

(2) Expenses direcUy incurred on behalf of any department should be 
charged to that department. 

Such expenses may include boxes, packing materials, certalin 
insurances, bad debts, special departmental salaries and commissions, 
departmental catalogues, samples, etc. Advertising can generally be 
allocated to individual departments, but inasmuch as every advertise- 
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FOR THE YEAR ENDED DECEMBER 31. 19... 


Cr. 



Depart¬ 
ment A. 

Depart¬ 
ment B. 

Depart¬ 
ment C. 

Total. 

By Sales (net). 

„ Transfers. 

„ Stock ...... 

L \ 
5.166 
150 
1,046 

s. i 
2 

X 

4 


i „ 

4,428 

1,000 

5. 

2 

X 

d . 

0 

3 

£ 

1.476 

493 

.s. 

0 

19 

d . 

8 

XX 

£ 

11,070 

150 

2.540 

5 

X 

5 

d . 

0 

8 

4 


^[6,362 

8 

2 

£5,428 

3I 3 

£1,970 

0 

7 

£13,760 

12 

0 

By Balance brought down 

1.734 


3 

1,059 

6 

0 

255 

5 

0 

3,049 

8 

3 





1 

i 

1 





I 

i 





i 

! 

i 

! 

i 

! 

1 


i 

I 

1 

i 


1 

i 





! 

i 

! 

1 


i 



1 


1 





j 

i 


1 

1 





! 




y " 

i 

i 

1 





i 

1 

1 

1 

i 

i 

L 



j£i ,734 

:i 7 | 3 *£1,059 

6 

1 ° 

: £255 

; 5 

! 0 

i 

1 £3,049 

: 8 

i 

3 


#• 


Cr. 


By Balance being Net Profit brought down 

„ Dividends. 

„ Interest on Drawings * . . , 


1 ^ 

s . 

d . 

i 587 

17 

i 

1 120 

0 

0 

1 *7 

zo 

0 

li £725 

7 

!~~i' 

i 


• Drawings have been assumed to be made equally over the whole year. 


ment usually includes a general “ house " advertisement, the proportion 
of the space occupied by these general advertisements, which benefit 
the whole business, should be apportioned over all the departments, 
e.g. on the basis of sales. Depreciation can generally be directly based 
upon the value of the assets employed in the department. Insurance, 
according to its kind, will be based upon the value of the assets covered, 
or the wages paid, etc. 

(3) Expenses chargeable against the business generally, for example, 
Rent, Rates and Taxes, Lighting and Heating, etc., should he apportioned 
on the basis of: (a) Relative effective square feet occupied by the 
departmeni, or (b) valuation or assessment of the space occupied, or 

(c) relative average value of the stock held by the department, or 

(d) turnover, i.e. relative value of the departmental sales, or (e) number 
of articles sold. 

Heating, Lighting, and Power may be based on metered consump- 

















DEPARTMENTAL ACCOUNTS 585 

tion, or the number of lamps, or of points wired, or on the wattage of 
lamps, or on the effective square or cubic feet occupied, or on the 
number of machines at work, etc., according to circumstances. 

The type of business, the character of the stock, the departmental 
trading methods employed, and, in retail stores, the relative position 
of the department must also be considered when allocating expenses 
under this head. A department on the top floor may have a large 
window assigned to it on the street level, and may have an efficient 
lift service, both of which counteract its relatively poor position. 
Departments dealing in bulky stocks of small value cannot be treated in 
precisely the same way as departments selling small but costly articles. 
New departments need treatment somewhat different from fully 
established departments. The aim must be to make each department 
bear its just, but no more than its just, share of these expenses, and that 
calls for the exercise of the judicial virtues. Rent, for example, may be 
based on floor space occupied, but, in some cases, the relative value 
of the position occupied by the department should also be taken into 
account. 

{4) Departments may be charged with interest, calcidated on the 
estimated amount of capital that each department employs. 

The capital sum to be charged with interest is found by adding to the 
average value of the stock held during a trading period, the average 
value of the outstanding book debts for the period, and then deducting 
the average liabilities for the period. When determining the average, 
the number of times the stock is turned over has to be considered. 

Credits to Profit and ifoss Account.—The character of the credits 
and the respective claims of the departments determine the allocation 
of these items. The necessary analyses are usually most conveniently 
made on loose sheets, unless the departments are so few in number 
that analysis columns can be provided in the subsidiary books and 
ledger accounts. 

Inter-departmental Transactions.—Invariably there will occur a 
number of inter-departmental transfers of goods and/or services. 
It is quite inaccurate to add these transfers to the sales and purchases 
of the departments concerned, since both will be unduly inflated, and 
the results will be useless for purposes of comparison, more so if such 
transfers are considerable. If the goods are transferred at cost, the 
credit should certainly not be made to the sales of the transferring 
department; if the transfer is made at selling price, the debit should 
not be made to the Purchases Account of the receiving department. 
Both entries should be made to separate Transfers Accounts. Fre¬ 
quently the transfers are made at a price slightly above cost in order 
to cover the expense of handling. It is obvious, therefore, that 
transfers should be reduced to a minimum. The various Transfers 
Accounts will be carried in due course to the Departmental Trading 
Account (debit-receiving department; credit-issuing department) as 
separate items in the appropriate department figures, or they will be 
adjusted in the Purchases Accounts of the departments concerned. 



586 HIGHER BOOK-KEEPING AND ACCOUNTS 

Fonn of Combined Accounts.—The combined Trading and Profit 
and Loss Accounts are usually prepared in columnar form, with a 
column for each department and a total colunm. The net profits 
are carried to the General Profit and Loss Account, which usually 
takes the form of an Appropriation Account. Detailed rulings will 
be found in Accounting, Chapter XVI. 

Illustration .—The Trial Balance was extracted as on December 31, 19..., 
from the books of Dickson Brothers, the two partners being equal partners. 
You are required to prepare Departmental Trading and Profit and Doss 
Accounts and a Balance Sheet. 

TRIAL BALANCE. DECEMBER 31. 19 .. 


Capital Accounts:— 

H. Dickson ....... 

G. Dickson ....... 

Drawings :— 

H. Dickson. 

G. Dickson ....... 

Stock. January j :— 

Department A ..... . 

Department B ..... . 

Department C. 

Purchases (Gross) :— 

Department A ..... . 

Department B ..... . 

Department C ..... , 

Sales:— 

Department A ..... . 

Departmoit B ..... . 

Department C ..... . 

Inter-departmental Transfers:— 

Department A ..... . 

Department B 

Department C ..... . 

Returns Inwards :— 

Department A ..... . 

Department B ..... . 

Department C ..... . 

Wages and Salaries ...... 

Advertising and Catalogues .... 

Dividends on Shares in XY Co., Ltd, . 

Shares in XY Co., Ltd. 

Sundo’ Debtors ...... 

Printing and Stationery ..... 

Sundry Creditors ...... 

Carriage Inwards ...... 

Commission ....... 

Postages, Telegrams, and Telephone . 

Provision for liad and Doubtful Debts (as at January 1 
Rent, Rates, and Taxes ..... 

Furniture and Fixtures ..... 

Insurance ....... 

General Expenses ...... 

Bank Balance ....... 

Discounts and Allowances. 


Dr. Cr. 


i! 

|! I 

1 

d. 


s. 


j 


j 3.333 

6 

1; 

1 


1 1,666 

|I3 

400 

1 ^ 

0 

1 

i 

ii 

1 0 

0 


1 

j LI43 

16 

4 



' 086 

*4 

6 



264 

X2 

5 



i 3.465 

*4 

X 



3.244 

I 

3 



1,4x1 

2 

3 






5.519 

Q 




4.730 

T9 




1.576 

19 


. 


*50 

I 

X20 

X 

0 



30 

0 

8 



353 

7 

I 

1 

i 

1 

302 

17 

6 

1 

1 

TOO 

19 

2 



641 

*5 

0 



361 

4 

6 




i 


120 

0 

2,000 

0 

0 

j 


i 895 

9! 

61 



1 48 

*9l 

4i 



i 

1 

il 

549 

5 

1 45 

X 1 

3 



1 no 

14 

oil 



i' 94 

4 

2 1! 





30 

0 

I; 814 1 

16 




500 1 

0 

Oj 



i 40 

5 




*05 i 

*5 

0! 



! 


1 

151 

17 

!i ! 

2 

1 : 



! £i7,8»8 j 

X3! 

2 1 

£17,828 

13 


When preparing the necessary accounts, make the following provisions as on 
December 31, 19...:— 

(i) Credit the partners with interest for the year on their Capital Accounts 
at 5% per annum. (2) Debit the partners with 5% on their drawing. 
(3) Write off bad debts amounting to /159 19s. 8c/., and thereafter in¬ 
crease the provision for doubtful debts to 5% of the book-debts outstanding. 
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(4) Provide for a stationery account ov/ing at December 31, estimated to amount 
to £20. (5) Write 10% off the furniture and fittings. (6) Of the ^^40 55. sd, 

paid for Insurance l^emiums. j^io relates to the period after December 31. 
(7) The value of the Stocks on hand as on December 31 were as follows: Depart¬ 
ment A, £1,046 4s. 2d.\ Department B, £1,000 is. 3d.; Department C, 
;£493 ^ 9 ^* (S) A stock of catalogues remains on hand valued at £30, w'hich 

has not yet been adjusted in the books. (9) Inter-departmental transfers were 
made at cost price. (10) All expenses are to be allocated between the depart¬ 
ments in the j)roportion 2:2: i. 

II. Branch Accounts. 

Branches may be described as departments conducted at a distance. 
We are not here concerned with that more modern extension commonly 
termed a Holding Company (see p. 464) and its subsidiaries, since a 
subsidiary company has a distinct legal existence, whereas a branch is 
essentially a part of the business as a whole. 

General Principles.—In a general text-book it is not possible or 
even desirable to attempt to deal with every form of relationship 
between a Branch and its l^arent House, since the exact relationship is 
determined by the particular needs of the case. All that is attempted 
here is an explanation of the underlying principles applicable to all cases 
alike, which, once they are clearly grasped, can easily be adapted to any 
set of circumstances. 

The simple book-keeping system, adequate for the sole trader, 
with a single office or shop, is naturally inadequate to a series of 
establishments controlled by a central management. In multiple 
concerns the buying is gciiicrally done by the Head Office, and ade¬ 
quate checks on the honesty and efficiency of the Branch management 
are necessary if the undertaking is to be controlled effectively. 

Requirements of Efficient System.—To be satisfactory, a system 
of Branch book-keeping should afford:— 

{a) Facilities for ascertaining at any time the trading results of 
each branch. 

(h) Efficient checks on the honesty of the Branch staffs. 

(c) Prompt information on all matters affecting proper super¬ 
vision and control. 

(d) Material for making useful comparisons as between branches 
and as between trading periods. 

Suitable statistical returns must also be devised for dealing peri¬ 
odically with such matters as stock required; orders in hand; orders 
not yet commenced; special local requirements; customers* com¬ 
plaints ; stock on hand; accounts due and overdue; and so on. 

The class of busine.ss, the distance of the Branch from the Head 
Office, the perishability of the stock, the possibility of internal check at 
the Branch, together with the degree of control which is desirable 
and possible, determine the accounting methods to be adopted. It is 
obvious that vastly different methods are necessary for such different 
businesses as Banking, Insurance, Wholesale Provision Merchants, 
General Carriers, Retail Merchants, to mention a few only. It is 
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proposed to confine this chapter to retail establishments, since the 
conduct of retail branches is the most complicated, in view of the fact 
that in addition to cash, stocks are involved. 

Kinds of Branches.—Broadly speaking, branches can be divided 
into two main classes:— 

(a) Mere selling agencies, keeping no independent accounts 
other than those relating to sales and petty disbursements. 

(b) Branches that keep independent books and record all their 
transactions. 

Class (a) chiefly consists of businesses dealing in everyday require¬ 
ments suitable for sale in all or most districts alike; class (b) embraces 
all such businesses as deal in goods that are affected by fashion or local 
custom, and which, for their effective conduct, require that the Branch 
Managers shall be allowed some discretion in the purchase of goods. 

Methods of Invoicing Goods to Branches.—Three methods are 
employed when invoicing goods sent from Head Office to the Branches, 
viz.:— 

(a) At cost price, t.e. in a manufacturing business, at works cost; 
in a non-manufacturing concern, at net invoice price. 

(b) At a definite percentage on cost. 

(cj At the retail selling price of the goods. 

Branch as Agency.—Here the Branch may be but a mere feeder of 
and collector for its Head Office, which executes all orders. Petty 
disbursements will be dealt with on the imprest system, the imprest 
being replenished from H^d Office. Orders will be entered in carbon 
duplicating Order Books, and, if the Branch collects accounts due, 
a Cash Book will be kept to record amounts paid by customers. Head 
Office will forward periodically to the Branch a schedule of all amounts 
outstanding. This, frequently, takes the form of carbon copies of the 
invoices, which can be marked off when paid. Cash received must 
be banked intact daily, or as often as the branch bank is open. If coin 
is required for change, a cash " float " should be instituted. Regular 
periodical returns, usually bi-weekly or weekly, should be sent to the 
Head Office by the Branch Manager. 

Branch as Independent Trader.—A Branch trading independently 
will execute its own orders, wholly or partly from stock obtained from 
the Head Office. It may be allowed to make direct purchases, and may 
collect, and be answerable for, its own book debts, and be allowed to 
keep a separate banking account and discharge its own liabilities. 
In such cases, periodical returns and remittances will be made to the 
Head Office. Stock sent from the Head Office will, in these circum¬ 
stances, usually be invoiced at cost, or with a slight addition for 
handling. 

The Branch frequently, however, is not allowed to make any 
purchases or any disbursements other than petty expenses. All stock 
is supplied from Head Office, the Branch making the sales. In such 
cases, the Branch may be allowed to keep its own Sales Ledgers and 
collect amounts due, or this work may be done by the Head Office. 
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In the latter case copies of all invoices must be forwarded to the Head 
Office with the bi-weekly or weekly reports. In either case, all cash 
takings must be banked or remitted direct to the Head Office intact. 
The Branch will credit Head Office Account with stock and cash 
received, and debit it with remittances and any returns, discounts, and 
allowances. Where the Head Office collects the debts, separate Branch 
Day Books or Summaries of Invoices, and separate Sales Ledgers, and 
Cash Columns will be instituted. 

Central District Depots.—In a concern with branches widely 
scattered, it may be necessary to have central warehouses at convenient 
centres, so that goods may be distributed quickly. In such cases, it 
may also be convenient to have the accounting centralised at these 
depots. Each depot will be then be similar to an independent branch, 
keeping its own books, and possibly making its own purchases, the 
Tri^ Balance of the depot being incorporated in the Head Office 
records periodically. The Branches would be accountable to the dep6t 
in the same way as, in smaller concerns, they are accountable direct to 
the Head Office. 

Where the Head Office makes all Purchases.—The remarks made 
above on departmental transfers are even more applicable to branch 
transfers. Head Office may be simply a Warehouse and Counting 
House, or it may run a selling establishment in addition. In the 
latter case, it is desirable to separate the expenses and accounting of the 
two sides of the business, since the buying and warehousing expenses 
are applicable to all branches. The buying and warehousing expenses 
must, therefore, be charged out to all theibranches on an equitable 
basis, e,g. turnover, or, what amounts to much the same thing, by 
means of a percentage or fiat addition to the cost price. 

In order to show adequately the accounting methods usually 
employed, examples and explanations of the working of the more 
common methods are appended. A Head Office and one or two 
Branches will be taken, as occasion demands. Head Office is referred 
to throughout as H.O.'* 

Illustration i .—Branch as agency, collecting orders which are executed from 
Head Office, 

The Branch collects sums due, and banks receipts intact weekly. Petty 
expenses are met by an Imprest, and a float " oi £$ is kept at the Branch 
to provide small change. 


Opening position;— 


H.O. Books— 

1 

Capital .... 


Creditors 


Sundry Assets 

1,200 

Stock . 

900 

Debtors 

800 

Cash . 

100 

Branch Assets 

600 

Branch Debtors 

400 

Branch Float . 

5 

Branch Petty Cash 

10 


iA.or5 


^ 4.015 
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The transactions for the four weeks ended January 28, 19..., were as 
follows: Orders received from Branch and executed, ;^5oo; Cash received by 
Branch, £550 • Cash banked by Branch, £500; Purchases, £600; H.O. Sales 
(all credit), £900 ; Cost Price of goods invoiced on behalf of Branch (net), ;£30o; 
Closing Stock, ^£740; H.O. Receipts from Debtors, £1,200: Discount allowed 
H.O., £iii Discount allowed Branch, £5; Discount received H.O.. £20; 
Returns Inwards, Branch, £10 ; Returns Outwards, H.O., £6: H.O. Payments 
to Creditors, ;£i,ooo; Cheque sent by H.O. to reimburse Branch Petty Cash, £8; 
Expenses (including salaries, etc.), H.O., £145: Expenses paid by H.O. in 
respect of Branch, £$o. Show the Ledger Accounts in H.O. Books, and prepare 
interim accounts, ignoring outstandings. 

Illustration 2 .—The Branch keeps its own books, and forwards a Trial Balance 
for incorporation in the H.O. books. 

(a) Where the Branch makes its own purchases, no goods being invoiced 
from H.O. 

In this case, the Trading and Profit and Loss Account of the Branch is 
prepared separately (not as part of the H.O. double entry), and the net 
profit is credited to the General Profit and Loss Account," and debited to 
the Branch Account in the H.O. books. In the Branch books. Trading 
and Profit and Loss Account is prepared in the usual way, the net profit 
being credited to H.O. Account. Any income or expenditure on behalf of 
the Branch which appears only in the H.O. books must be mutually adjusted 
through the H.O. and the Branch Accounts prior to the preparation 
of the Profit and Loss Account. It is important to remember that the H.O. 
Account in the Branch books is, in effect, the Capital Account of the Branch, 
and that the Branch Account in the H.O. books represents the H.O. Invest¬ 
ment in the Branch. When preparing the combined Balance Sheet, these 
two internal accounts, being reciprocal, naturally cancel each otlier, the Branch 
Account in the H.O, books being replaced in the combined Balance Sheet by 
the assets and liabilities of which it is composed. 

(b) Where goods are supplied from H.O. at cost. 

In this case the goods sent by H.O. are debited to the Branch Account 
as and when sent, and credited to a ** Goods sent to Branch Account,'* 
which is closed by transfer to the credit either of H.O. Trading Account or 
of Purchases Account. Otherwise the entries are as in {a). The Branch 
debits Purchases Account and credits H.O. with the goods as received; H.O. 
Account thus takes the place of the Creditors* Personal Accounts. 

An approximate check can be imposed by adding the average gross profit 
realised on each class of goods to the cost price of the goods sold, but this check 
is practical only where the gross profit is a fixed percentage of the selling price, 
and the classes of goods sold do not vary greatly. 

Illustration 3 .—Where all goods are supplied by H.O., the Branch keeping 
its own Sales Ledgers and appropriate Sales Books and Cash Books, 
remitting cash to H.O. daily. 

In this case it is usual for the Branch to send full returns at least once 
in every four weeks. The H.O. controls the Branch debtors by means of 
Total Accounts, which form part of the double entry. Goods sent to the 
Branch are debited to the Branch Transfers Account, and credited to 
Goods sent to Branch Account." From the periodical returns. Branch 
Debtors Account is debited, and Sales Account credited, with the total 
net credit sales for the period; Branch Account is debited, and Branch Debtors 
Account credited with the total cash received from debtors; Branch Discounts 
and Allowances Accounts are debited, and Branch Debtors Account credited 
with the discounts, etc., allowed to the Branch debtors. If the Branch is 
permitted to meet its expenses out of receipts, the appropriate Branch Expense 
Accounts are debited, and Branch Account is credited. Remittances from the 
Branch are credited to Branch Account, and debited to Cash. 

This method is similar to method (2), with the exception that the H.O. 
books, through the incorporation of the Branch Returns, contain all the 
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In practice, separate accounts for each creditor, asset, and debtor would be opened. 
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information necessary for the preparation of the hnal accounts, with the 
exception, of course, of the closing stock, which is dealt with in the usual 
manner. 

Stock at Loaded Prices. —So far, the entries for supplies of stock 
have been dealt with at cost prices. But, as already mentioned, it may 
be desirable and more convenient to invoice the goods sent to a 
Branch at a price exceeding cost, or at the selling price for such goods, 
in order: (a) to keep a check upon the Branch, and (/;) to prevent the 
branch staff from learning the exact profit upon sales, and how it is 
made up. Where selling price is adopted for invoicing, the Branch 
manager has always to account for the goods received either in cash or 
stock in hand, because, as is clear, the stock in hand should always 
equal the initial stock plus purchases less sales. An effective check is 
thus established. Variations in price are dealt with by additional 
charges or allowances made to the Branch. Almost invariably, how¬ 
ever, there will be a margin of error in the closing stock due to loss in 
issuing small quantities, spoilage, errors of price, damaged stock, and 
other causes. But experience will permit a limit to be placed upon this 
margin, and, if the limit is exceeded, immediate investigation should 
follow. 

The adjustments in the H.O. books made necessary by invoicing 
goods to Branches in excess of cost are dealt with eis follows:— 

(a) Goods invoiced at Selling Prices .—On January i, 19..., goods 
costing £5,000 are invoiced to a Branch and charged up at a selling 
price designed to produce a gross profit of 33J%. 1 'he Branch 
report on January 28 following shows that fne cash sales were £3,000, 
and the credit sales £3,300. Also that goods invoiced at £60 have 
been returned to H.O., and the closing stock is £1,128. Record 
these transactions. 
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d. 

19... 



£ 

s. 

d. 

Jan. I 

To Sundries . ! 

1 7,500 

0 

0 

Jan. 28 

By Sales . 


6,300 

0 

0 


i 

j 




,, Returns 


60 

0 

0 







,, Stock carried down 


Z,128 

0 

0 
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,, Adjustment Ac- 






1 

1 




count, loss in Stock 


Z2 

0 
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! £7,500 
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to Profit and Loss 
Account 
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d. 
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1 
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i 
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1 

1 
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i _ [ 


£ 

s. 

d. 

2,500 

0 

0 
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0 

0 
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i 

0 
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Another method sometimes adopted for the Branch Account, 
where goods are transferred at retail selling prices, is shown as under:— 

The Universal Tobacco Stores, Ltd., opened a branch shop in 
Tokenhoiise Yard, London, E.C., and debited all supplies at selling 
price. Goods were supplied as follows: June t, ^^402 i6s. gd.; 
June 13, 5^84 2s. 2 d ,; June 20, £117 i8s. ^d ,; June 27, £212 14s. (id. 
The Branch forwarded to the Head Office the following cash takings: 
June 8, £72 4s. Sd,; June 15, £81 2 s, 2d .; June 22, £114 6s. 2d ,; June 30, 
£105 14s. grf. The Branch retained £20 in cash on June 30, and paid 
£15 for expenses out of that week^s takings. Show the accounts in the 
Head Office books as on June 30, assuming that stock on hand at the 
Branch (value, at selling price, £409 4s. $d.) cost £302 is. grf. 


HEAD OFFICE BOOKS 
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June I 
M 13 
„ 20 
.. 27 


To Goods 
Price 
„ Goods 
Price 
„ Goods 
Price 
,, Goods 
Price 


at Selling 
at filing 
at Selling 
at Selling 


1 


iy... 

July X 


To Balance brought 
down:— 

Stock on hand at 
Selling I*ricc 
Cash in hand at 
Branch 



By Cash from Branch . 

,, Cash from Branch . 

„ Cash from Branch . 

„ Cash from Branch . 

„ Expenses paid at 
iiranch 

„ Balance carried 
down: Stock on 
hand valued at 
selling price . 

Cash in hand at 
Branch 
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0 

0 

1 

i 
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The Slock on Hand is carried down in the Branch Account and in 
the Goods Sent to Branch Account at selling price. The balance of 
the Goods Sent to Branch Account therefore represents the sale price 
of the goods sold, and can be transferred to General Trading Account. 
The carrying down of the unsold stock at selling prices in the Goods 
Sent to Branch Account neutralises the bringing down of the same 
item on the opposite side of the Branch Account. The stock on hand 
at the Branch can be brought into the combined Trading Account 
at cost, in the manner ordinarily employed in Trading Accounts. 
Any difference in the closing stock must be adjusted in the Branch, 
and Goods Sent to Branch Accounts, in order that the exact Balance 
in Hand may be carried down. Advantages claimed for invoicing goods 
to Branches at selling prices are: (a) the cost price of goods is not 
disclosed, and {b) the system affords a simple check upon the manager, 
who has to account for his initial stock plus purchases less sales and 
final stock. 
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(b) Goods issued at a Percentage above Cost ,—On January i, 
goods costing £5,000 are invoiced to a Branch at 20% above cost. 
The Branch report on January 28 shows that the cash sales amounted 
to £3,000, credit sales to £3,300, and cash received from debtors to 
£2,300. Goods invoiced at £60 had been returned by the Branch to 
H.O. The closing stock at the Branch amounted to £900 at invoice 
prices. Show the records of these transactions, assuming that all 
cash has been remitted to H.O. as received. 
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Confusion sometimes arises in examination work in determining 
the percentage to be eliminated from closing stock in order to reduce 
it to cost under the systems outlined above. A little reflection should 
make it clear that when a percentage has been added to cost, the same 
percentage deducted from the increased amount will not reduce it to 
cost. If £ioo is taken as cost, and 25% is added thereto, the amount 
becomes £125. The proportion to be deducted in order to reduce the 
amounts to cost is, therefore, i.e. J has been added to the cost, 
therefore ^ must be taken away from the selling price. Students should 
also carefulty note whether the percentage is calculated on cost or on 
selling price. 

Double-column Branch Accounts.—In order to avoid use of a 
Branch Adjustment Account, the Branch Goods Account may be ruled 
with double columns, the inner column being used as a memorandum 
column to record the invoice price and to control the goods, the outer 
column being, in effect, the Trading Account of the Branch. Applying 
this method to the examples on pp. 596 and 599, the records are as on 
p. 601. 

Goods Sent to Branch Account must be closed off to the credit of 
Trading Account or Purchases Account in the H.O. books in order to 
show the true result of the H.O. trading. 

The One-account ” System. —A method sometimes adopted 
is to combine all the Branch transactions in one account, which includes 
all stock, sales, debtors, etc. An example is appended:— 


Goods invoiced at cost to Branch 
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Returns to H.O .... 
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Cash Sales .... 
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Cash received on Ledger Accounts 





44.900 

Debtors, December 31 





6,000 
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0 

0 


Debtors 6,000 




.> 31 

„ Profit and Loss Ac¬ 


i 



- 

14,500 

0 

0 


count, net profit 

I 9,200 

0 

o 




1 




|£7i,500! 

0 

0 



£71.500 

0 

0 

19... 


' 1 

n 

! 0 

1 





Jan. I 

To Balance brought down . I! 14,500 

ij 

1 





1 __ 


It will be seen that the above account is simply a combination of all 
the accounts which in former examples were shown under separate 
headings. The disadvantages of this method are also apparent, as the 
H.O. cannot arrive at the true facts of the trading without a great deal 
of analysis. 

Suspense Account.—Where the Branch keeps records of goods, 
etc., passing between it and H.O., the Branch Account in the H.O. 
books and the H.O. Account in the Branch books should agree. But 
when the H.O. and Branch are far apart there is usually, at balancing 
times, a residuum of entries initiated by th#' one and not responded to 
by the other, e,g. goods or cash sent by the H.O. but not, at balancing 
time, received by the Branch. The statements passing between the 
offices at balancing times should be promptly checked against the 
reciprocal ledger accounts, and all items unresponded to should be 
transferred to a Suspense Account in the H.O. books for items in 
transit. The Branch Accounts will then show like balances, and the 
combination of the trial balances may be proceeded with. After 
balancing, the suspense items can be retransferred to the Branch 
Account. An alternative method of treatment is to carry down the 
items in transit as a balance on the Branch Account itself. 

When preparing the final accounts, items in suspense should be 
included in the General Balance Sheet under their proper headings. 
Thus goods in transit should be included in the General Balance Sheet 
as ** Stock.” Vague headings, such as ” Items in Transit,” should be 
avoided, 

Inter-Branch Accounts.—Large undertakings with Branches in 
all parts of the world may require inter-Branch Accounts, thereby 
complicating the preparation of the combined Balance Sheet, but the 
principles remain the same. It is the rule in some businesses for the 
Branches to settle inter-Branch transactions through the H.O., thereby 
avoiding the necessity for inter-Branch Current Accounts. Each 
Branch credits H.O. with all goods or remittances received from any 
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other Branch, and debits H.O. with all goods or remittances sent to 
any other Branch. 

Rules for Reconciling Branch Current Accounts.—The difficulty 
sometimes experienced in reconciling the accounts of a Branch remote 
from the H.O. is reduced if definite arrangements are made to facilitate 
the process. 

It should be clearly understood, for example, which office is to 
render statements to the other, and which is to check and reconcile 
them. It ought, too, to be the rule that complete advices of all entries 
should be promptly forwarded by the originating house, and equally 
promptly responded to by the recipients, whether actually terminated 
on receipt of the advice or not. A Reconciliation Statement should 
be prepared at periodical intervals, the process following much the 
same lines as that adopted when reconciling the Cash and Bank Pass 
Books. The statement rendered, say by the Branch, is checked against 
the Branch Account in the H.O. books, and ah items in transit in 
either direction are collected and totalled. The statement may 
work backwards or forwards in point of date; the essential thing is 
that the balances should be proved to agree. 

Duplicate Branch Ledger.—Though it is true that by means of 
the reciprocal Adjustment Accounts the Branch books may be kept at 
any desired place, it is occasionally found that, even when a Branch is 
allowed to keej) its own books, the H.O. prefers to duplicate the Branch 
books in its own counting house for purposes of discipline and 
control. This involves Jhe despatch, by the Branch to the H.O., 
of complete copies of the Branch Cash Accounts and Journal entries. 
The Branch Ledger, when written up by the H.O. from these 
sources, is chiefly of a memorandum nature. If the Branch entries 
are very numerous, the keeping of a duplicate ledger is impracticable, 
and, even when it is possible, the practice is liable to break down, 
owing to the Branch failing to supply complete details. At the best, 
this method of control involves a great deal of labour, and for this 
reason it is seldom resorted to, except as a means of supervision in an 
emergency, or when the book-keeping capacity of the staff is not of a 
high order. 

On p. 608 an illustration is given of a set of H.O. and Branch 
Accounts. Each Branch kept its own Sales Records, etc., forwarding 
reports to H.O. every four weeks, and these have been combined 
with the H.O. accounts in the manner shown, after the inter-house 
accounts have been eliminated. 


Multiple-shop Concerns. 

In multiple-shop companies, the Branch trade is usually almost 
wholly a cash trade, and the commodities, e.g, drugs, tobacco, boots, 
etc., are saleable at fixed prices. Concentration of buying and 
distribution generally effects economy, and, where possible, it is 
usual to stock multiple shops from a central warehouse, but 
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district centres may be necessary where perishable goods form the 
stock-in-trade. 

The Check System.—In these circumstances, an excellent check 
can be imposed upon the Branch by inv^oicing the goods supplied to the 
Branch at selling prices, so that the Branch is always accountable for 
a definite amount in cash, book debts or unsold stock or a combination 
of the three. If the check afforded by this arrangement is efficiently 
applied, leakage due to fraud or mismanagement is readily detected. 
To yield the maximum benefit, the method must be supplemented by 
independent stock-taking, at uncertain and unheralded intervals, by 
a travelling inspector and his staff. Frequently a weekly Stock Return 
is sent by the Branch to H.O. 

In many instances, the Branch stocks are kept on the imprest 
system, whereby a fixed amount of goods is kept at the Branch, and 
weekly returns (bi-weekly or every other day in the case of perishable 
goods) arc made to H.O., which replenishes the stock of the Branch 
to replace the actual sales made. Stock-taking is thus greatly 
facilitated. 

Method of Accounting.—Whether the accounts are kept by one 
central office or by various district offices, the method is the same. 
The entries are initiated by the Branch manager's weekly returns of 
sales, disbursements, goods received from the H.O., and the weekly 
stock-requisition note. A Weekly Return and a Stock Requisition 
are illustrated on p. 605. The latter is in triplicate. One copy 
is retained by the Branch manager, another is filed at the central 
warehouse as an order, and the third is returned as an invoice for the 
goods sent to the Branch. The H.O. debits the Branch Account in 
the H.O. books w'ith the total value of the goods at selling prices, and 
the Branch registers itself either in its Ledger or Stock Book as 
responsible for the same value. If the Branch is permitted to sell 
damaged or out-of-date stock at less than the original selling price, 
a credit note should be sent by the H.O. to adjust the Branch books. 
Returns should be treated in the same way. Occasionally a " Branch 
Supplies Journal " is kept, wherein supplies to Branches are entered 
at both cost and selling prices, accommodation for both particulars 
being provided in the Branch Account in the Ledger. This form of 
Journal is illustrated at p. 606. 

Cash Sales.—In retail Branches cash sales are the rule and credit 
sales the exception. In order to keep a check upon cash sales, each 
shop assistant is given an official number and a carbon check book. 
These check books, containing from 50 to 100 numbered check forms 
in duplicate, are kept under lock and key; and, when issuing them, the 
manager dates and initials them and records their issue in a Checks 
Issued Book. The usual form of check is too well known to need 
illustration. It is used as a kind of invoice to record details of a sale, 
and, to ensure accuracy, it is usually initialled by a shop-walker 
or fellow assistant before being handed to the customer. The check 
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book is provided with an index, which is written up by the assistant 
as the sales are made, and totalled at the end of the day. The system 
is similar to that in general use by the majority of up-to-date concerns 
doing a cash trade, whether conducted by multiple-shop organisations 
or by sole traders. 

Depreciation of Assets.—Depreciation necessarily written off 
any fixed assets which belong to a Branch is frequently dealt with in 
the H.O. Depreciation Account only; in other cases, it is charged 
against the particular Branch. If the assets are recorded only in the 
H.O. books, under the latter system, the adjustment must be made 
through the Current Accounts. 

Warehouse Expenses.—As already mentioned, a percentage may 
be added to the cost price of the goods to cover warehouse expenses. 
Frequently, however, this is not practicable; and it is then necessary 
to apportion them over the Branches, usually on the basis of turnover, 
taking into account, of course, the nature of the goods. A grocery 
establishment may have one Branch running a Bakery from which other 
Branches are supplied. A Branch may run a tea-shop in addition to 
the grocery and bakery business. Another Branch may run a bacon- 
curing factory, supplying the other Branches. In such cases, the inter- 
Branch transfers should be at wholesale prices, otherwise the bakery 
and bacon-curing factory will be seriously prejudiced. Moreover, 
all inter-Branch transfers should be accounted for through the 
H.O. in order to keep track of the transactions, and minimise 
disputes. .1 

Minor Complications.—In small country towns and villages, the 
check on the Branch manager is rendered much more difficult than in 
larger shops where several assistants are employed. The manager 
may be alone, or have one or two young girls as assistants. He fre¬ 
quently lives on the premises, and may also be the local postmaster— 
all circumstances which render the check on the cash more difficult. 
It is imperative in such cases to keep stocks as low as possible, in order 
to keep a check on the goods consumed by the manager’s household. 
Where the Branch Bank is open only once or twice a week, customers 
frequently make use of the shop to cash cheques. Whilst this should 
be discouraged and reduced to a minimum, maintenance of goodwill 
renders it impossible to stop the practice altogether. Records of the 
cheques so cashed should be kept so that the bankings can be 
agreed. 

Final Accounts.—The Final Trading, and Profit and Loss Accounts, 
and Balance Sheet, can be prepared in columnar form with total 
columns, although it is usually unnecessary to show the Balance Sheet 
in this form. 


Illustration. —Uprichards, Ltd., is a retail grocery business, with a 
Head Office (divided into Warehouse and Selling Departments) and three 
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Branches. All purchases are made by Head Office, and ^ansfers are made 
at selling price to the branches. Some of the goods are delivered direct to the 
branches, but all invoices pass through H.O. only. Branch A, in addition to 
the grocery business, runs a bakery from which the other branches are supplied. 
Bach branch keeps its own Sales Books, Cash Books, and Sales Ledger, and all 
moneys received are banked intact. Wages and other petty expenses are paid 
through petty cash, which is kept on the imprest system and replenished from 
H.O. weekly. Every four weeks a report is forwarded by the Branch Managers 
to H.O. 

The reports for the four weeks ended January 2S provide the following 
information :— 


i! ii 

; Head Office li 

I !' 



; Head Office 

1 Selling 

I Department. 

! 

israncn. 



1 

A. 

! 

1 

c. 

Balance, l*ctty Cash in hand. 

£ 

£ 

1 

i L 

£ 

lanuarv i . 

\ 420 

i 200 

I 1 so 

1 100 

Cash from Debtors 

1 (>,000 

: 4.000 

' 3.500 

1 3,000 

Cash Sales .... 

! 3.500 

2,300 

j 2,800 

3,200 

(>ash Banked 

i 0,200 

6,3(jo 

! 6,(K)0 

j 8,000 

Credit Sales 

8,000 

5.000 

j 4,000 

j 5.500 

1 

Transfers to Branches at sell- 


iiig prices : 

From Warehouse to . 

11,000 

9,000 1 

1 8,000 

1 8,000 

From .X to . . . . 

300 

i' — I 

j 200 

i TOO 

From B to . . . ! 

TOO 

! ) 

i _ 1 

1 

From C to 

! — 

J5O 

1 

i 

— 

Purchases . . £26,000 \ 


i 


Wages, etc. . . . i 

! 350 

1 

j 120 

80 

Sundry Expenses . . jj 50 

Cheques for Imprest I’ctty j; 

Cash from H.O. . . 

! 20 

10 

li 

1 : t8o 1 

1 ^40 

90 

.. .. .... 

... 





Wages and Sundry Expenses at H.O. are apportionable between the Ware¬ 
house and the Selling Department in the ratio of 3 : 2. A uniform 
charge of 10% on sales is charged to all Branches, including H.O. Selling 
Department, for handling and storage expenses in the warehouse, use of 
motors, vans, etc., and clerical labour. 

In addition to the above, the following payments were made by H.O.:— 


Buyer ........ 

H.O. Manager ....... 

Motor Expenses ...... 

Stable Expenses ...... 

General Expenses (including clerical salaries) 

Creditors ........ 

No allowances w^ere made, but Discounts received were 
Discounts allowed were— 

H.O. 

Branch A ...... . 

Branch B ...... . 

Branch C ...... . 

The outstanding General Expenses amounted to 


£ 

60 

40 

200 

140 

4,000 

20,000 

3,000 


60 

45 

35 


46 

1,800 
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The Trial Balance at January i was as follows 

Dr. 

Cr. 


!l 

c 

s. 

d.\ £ s, d. 

Share Capital ..... 

Sundry Creditors (Trade) . 

Profit and Loss Account 

Commission Accounts— 

Branch A .... . 

Branch B . . . . . 

Branch C . . . . . 

Managing Director 

Buyer ...... 

H.O. Manager .... 




I 100,000 0 0 

j 25,000 0 0 

8,000 0 0 

1 300 0 0 

200 0 0 

200 0 0 

1,000 0 0 

250 0 0 

i 350 0 0 

Freehold Land and Buildings — 

Head Office ..... 


10,000 

0 

0 i: 

Branch A .... . 


8,000 

0 

0 j 

Leasehold Land and Buildings— 

Branch B . 

1 

5,000 

0 

0 I 

Branch C . . . . . 

6,000 

0 


Goodwill (H.O., at cost) 


15,000 

0 

0 ! 

Motor Vans, etc. (H.O.) 


1,500 

0 

0 ; 

Trade Fittings, Utensils, etc.— 

Head Office ..... 


400 

0 

0 i 

Branch A .... . 


300 

0 

0 ! 

Branch B . . . . . 


! 

0 

0 1 

Branch C .... . 


200 

0 

0 j 

Horses, Carts, and Harness (H.O.) 


400 

0 

0 1 

Sundry Debtors (Trade)— 

Head Office .... 


4 . 50 M 

0 

0 1 

Branch A , 


, 2,600 

0 


Branch B - . - . . 


1 2,700 

i 0 

i ® 

Branch C . . . . . 


3,600 

0 


Unexpired Insurances, Rates, etc. (expire 
Head Office ..... 

March 31)— 

100 

0 

! P 

I 0 1 

Branch A .... . 


80 

0 

1 ° i 

Branch B . . . . . 

. . . 

80 

0 

! 0 j 

Branch C . . . . . 

1 

70 

0 

s 0 ! 

Stock at Cost— 

H.O. Warehouse, at cost 


; 

0 

ioi 

H.O. Selling Department, i.l soiling pric 

ft 

7 , 5 «o 

0 

i i 

Branch A .... . 


7.500 

0 

1 0 ( 

Branch B . . . . . 

. 

i 6,000 

0 

i 0 1 

Branch C . . . . . 


1 9,000 

0 

! 0 1 

Branch Adjustment Accounts — 

H.O. Selling Department 




I 2,500 0 0 

Branch A .... . 


i 


1 2,500 0 0 

Branch B . . . . . 

Branch C . . . . . 

Investments ..... 


1 10,000 

0 

2,000 0 0 

1 3,000 0 0 

i 0 

Cash at Bank ..... 


! 8,600 

0 

! 0 : 

Petty Cash in Hand — 

Head Office ..... 


420 

i 0 

i 1 
[ 0 ij 

Branch A .... . 


i 200 

i 0 

! 0 i 

Branch B . . . . . 


1 » 5 o 

0 

i ° 

Branch C . . . . . 


! 100 

1 

0 

i 0 1 

1 


1 £145,300 


j 0 j £145,300 1 0 0 

Open the necessary ledger accounts, which 

would be kept in the H.O. 

books; post the information given 

above; and prepare 

interim Trading. 
;rage " mark-up ” 

and Profit and Loss Accounts, and a Balance Sheet. The av< 

is on Selling; Price, excepting bread. This 

i, however. 

is taken as being 

the same to allow for transfer at wholesale prices from the 

bakery. Ignore 

Depreciation, and work to the nearest £. 

SHARE CAPITAL ACCOUNT. 

Dr. 


Cr. 


19... 1 



£ 4. d. 

1 

Jan. 1 1 By Balance 


100,000 0 0 
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SUNDRY TRADE CREDITORS CONTROL ACCOUNT. 


Dr. 


»9 
Jan. 28 
M 28 


Cr. 




£ 

5. 

d. 

19... 

By Balance 



£ 

5. 

d. 

To Cash . 


j 20,000 

0 

0 

Jan. X 



25,000 

0 

0 

„ Discount 


1 3»ooo 

0 

0 

>. 28 

„ Purchases . 

’j 


26,000 

0 

0 


Dr. 


PROFIT AND LOSS APPROPRIATION ACCOUNT. 


Cr. 


j i: 1 19... 1 


£ 

5 . 

i, 1 1 Jan. I 1 By Balance . 

i S' ! . . ! ..-. 


8,000 

0 


Dr. 


COMMISSION ACCOUNT. 


Cr. 


..1 ji ‘ K 

\d. 

19... 
Jan. 1 

: ! 

j By Balances :— 

1 

1 

1 

£ 

5 . 

d. 

1 


1 Branch A 


300 

0 

0 

1 il 1 



i Branch B 


200 

0 

0 

! 1; ; 



Branch C 

„ Managing Direc¬ 


200 

0 

0 

i • i 



tor . . 


1,000 

0 

0 

1 i 1 ' 


i 

1 ,, Buyer 


250 

0 

0 

; . . . !._jL .i 

1 

1 

1 

j „ li.O. Manager 


I 350 

0 

0 


Dr. 


19.. 


FREEHOLD LAND AND BUILDINGS. 


Cr. 


, ■ 

• " 


1 

i 




! 

i ii 

£ 

s.\d. 



£ 

5. 

' To Balance 


! 

1 




i Head Ofl&ce 

' :i 

X 0,000 j 

0 j 0 

• 




i Branch A 

i 

i i! 

; Ii 

8,000 1 

I 0 1 0 

! 

i 1 





LEASEHOLD LAND AND BUILDINGS. 


Dr. 


X 9 -.. 



£ 

5. 

d. 

1 

i 


£ 

Jan. X 

To Balance:— 





i 




Branch B . . ! 


5,000 

i° 

0 

I 




Branch C . 


6,000 

i° 

0 





Cr. 

5.1 d. 


Dr. 


GOODWILL (H.O.). 


Cr. 


19.. 



1 

1 £ 

5. 

d. 


.. 


£ 

5. 

d. 

X 

To Balance . . 1 

1 15,000 

0 

0 








MOTOR VANS, ETC. (H.O.). 

Dr. Cr. 


19... 
Jan. X 

To Balance 

1 


£ 

1,500 

' 

jr. 

0 

0 




£ 

















trade fittings, utensils, Etc. 
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STOCK ACCOUNT, 

















Jan. 28 I To Sundry Creditors 
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Note .—In practice, separate accounts would be opened for each type of expense. 























INTERIM TRADING AND PROFIT AND LOSS ACCOUNTS FOR THE FOUR WEEKS 

ENDED JANUARY 28, 19... 

W’hse. H.O A. B. C. Whse. H.O. A. 



♦ Includes Insurance, etc. t Subject to Directors’ Fees and other expenses chargeable to General Profit and I-oss .Account. 

NoU .—The above Balance Sheet should also show the bases of valuation of assets, etc., but such details have not been given in the questioi 
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The value of the Stock is arrived at as follows:— 



H.O. 

A. 

B. 

c. 


£ 

£ 

i 

L 

Branch (loods .Account balances 

1 S.goo 

16.0S0 

I , 1 00 

16,950 

Branch Sales Account balances 

11,500 

7 .. 5 oi> 

6,800 

8,700 

Stock at Selling Prices 

7 ,HOo 

S, 55 o 


8,250 

Deduct 33j% .... 

2.4O7 

2,850 

2,^ 3.3 

2 . 75 « 

Stock at Cost I’rice 


;t 5.700 

/: 4.«<>7 

£5.500 


When preparing the final accounts, the actual Stock figure, as found by 
valuation, will be taken, any adjustment for differences being put through 
the Adjustment Accounts. 

The over-allocation of General Expenses arises as follows:— 



£ 

General Expenses .... 

. 4 . 34 <^> 

Warehouse Salaries, etc. 

. . . 270 

Warehouse Expenses .... 

30 

Outstanding General Expenses 

1,800 


6.440 

Deduct Discounts received 

. . . 3,000 

Actual Expenses ..... 

3.440 

Allocated ...... 

. 3.450 

Over-allocation . . . . . ^ 

* r 


As only Interim Accounts are being prepared, no actual transfers, other 
than those shown, should be made. 


EXAMINATION QUESTIONS. 

1. Describe a system of departmental accounts, and give its object. 
{Chartered Accountants.) 

2. Wliat are departmental accounts ? What advantages arc to be derived 
from such accounts ? Give pro-forma Trading and Profit and Loss Accounts 
of a busine.ss divided into three departments, and state how you have allocated 
the indirect expenses of the business as between the various departments. 
(Chartered Institute Secretaries.) 

3. If a firm having three departments desires to ascertain the separate profits 
of each, in what way would you suggest that the purchases and sales should be 
recorded ? If you recommend special forms of books, give specimen rulings for any 
particular business. (Chartered Accountants.) 

4. The proprietors of a large retail store which is divided into departments 
ask you to design a system of accounts which, whilst showing the result of the 
working of each department, also provides a ready co-ordination in the work of 
the various departments, e.g. where goods have to be supplied to a customer 
upon the same order but from several departments, or where there is a necessary 
interchange of goods between departments. Write a report of not more than 
200 words with your recommendations, giving samples of any rulings which you 
may think necessary. (Incorporated Accountants.) 
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5. X and Y, merchants, carry on their business through five departments, 
numbered i to 5. During their first trading period the results are:— 

Departments. 



I 

2 

3 

4 

5 


£ 

1 

1 

L 

L 

Purchases 

25,000 

15.000 

5,000 

13,000 

17,000 

Sales 

24,000 

10,500 

4,750 

11,500 

15,000 

Stock on hand 

6,000 

7,000 

1,000 

3.000 

6,000 


The expenses which are to be charged to each department in proportion to 
the purchases for that department are as follows:— 


Salaries and Commissions ..... 2,750 

Rent and Kates ...... 750 

General Expenses ...... 600 

Insurances . . . 250 


Show the final result and the percentages on sales in each department, and 
also the combined results with percentage on total sales. {Incorporated 
Accountants,) 

6. From the following Trial Balance prepare in departmental form the Trading 
and Profit and Loss Account of the Splondax Plate and Cutlery Company. The 
business is divided into two departments, viz. Plate and Cutlery. Also prepare 
a Balance Sheet at June 30. 


TRIAL BALANCE, JUNE 30. 




Dr. 


Cr. 




£ 

s. 

d. 

1 

d. 

Cash ....*#.. 


1,112 

4 

6 



Goodwill ...... 


3,000 

0 

0 



Share Capital paid up, 3,000 £10 Sluires, £^ paid 




15.000 0 

0 

Sundry Debtors ..... 


8,111 

19 

4 



Sundry Creditors ..... 





3,421 12 

2 

Stock, July I previous year :— 







Plate Department .... 



11 

4 



Cutlery Department .... 


3,002 

8 

9 



I^urchases ;— 







Plate Department .... 


4,IT 2 

19 

5 



Cutlery Department .... 


5,111 

4 

3 



Returns Inwards :— 







Plate Department .... 


111 

0 

2 



Cutlery Department .... 


36 

I 

3 



Sales :— 







Plate Department .... 





i «.335 2 

8 

Cutlery Department .... 





5 .M« I 

6 

Salaries ...... 


1,516 

14 

Q 



Rent, Kates, and 'I'axes 


411 

19 

6 



Gas, Water, and Electric Light 


III 

2 

3 



Discounts ...... 


51 

2 

9 



Printing and Stationery 


162 

14 

0 



Postage, Telegrams, and Telephone 


76 

4 

9 



General Expenses .... 


211 

16 

3 



Carriage (on Sales) .... 


64 

3 

3 



Bills Receivable ..... 


724 

5 

1 



Advertising ...... 


865 

2 

6 




£33»<)04 16 4 ;f33.904 16 4 
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]^ote .—Value of Stock on hand at June 30; Plate Department. £11,119 85. 5 ^-; 
Cutlery Department, £5,ooj 17s. ^d. 

Expenses, except Advertising, are to be apportioned between the two 
departments according to their net sales. The cost of advertising is to be 
apportioned £660 to the Plate Department, and £205 25. 6d. to the Cutlery 
Department. 

7. A. Brown is a coal merchant, and also carries on a ticket agency. 
From the following particulars make out his Profit and Loss Account for 
the year in departmental form, showing the net profit on the two depart¬ 
ments of his business; Stock of Coal on hand. January i. £^^; Coal 
Purchases, £^(>^\ Coal Sales, jii.343; Stock of Coal on hand. January 31, 
£62 ; Wages of Carmen and Coal-heavers, £1^0 ; Repairs to Coal-carts and 
Harness. £15 \ Depreciation written off Horses, £2/^ \ Depreciation written 
off Carts and Harness, £12; *Olficc Rent, Rates, and Taxes, £^j\ ^Office 
Salaries. £io2\ Postages, Telegrams, and Telephone, £17', Advertising and 
Posters, £i2\ ♦Depreciation of Office Furniture, £3; Commissions received on 
sale of Railway Tickets. £17', Commissions received on sale of Steamship 
Passages. £148. 

Note .—Items marked * are to be apportioned equally between the two 
departments. Apportion the Postages, Telegrams, and Telephone £1'^ to the 
Coal Department and £^ to the Ticket Department, and the cost of Advertising 
and Posters is chargeable entirely to the Coal Department. 

8 . Z. & Co. carry on business as chemical manufacturers and makers of 
patent medicines. From the following particulars make out their Trading 
and Profit and Loss Account, showing t£e net profits made respectively in their 
Chemical and Patent Medicine Departments during the year: Stock, January i: 
Chemicals Department, ^£104; Patent Medicines, £121. Purchases of Raw 
Materials: Chemicals Department, £1,418; Patent Medicines, £78. Sales to 
the Public: Chemicals Department, £2,419; Patent Medicines, £3,074. 
Manufactured Chemicals supplied by Chemicals Department to Patent 
Medicines Department for further use in manufacture there, £814. Factory 
Wages and Salaries: Chemicals Department, 32; Patent Medicines, £416. 
Bottles, Cases, and Labels: Chemical Department, £37; Patent Medicines. £75. 
Factory Rent, Rates, and Taxes, £223; Government Duty Stamps on Patent 
Medicines, £50; Power, Light, and other Factory Charges, £122. Stock, December 
31; Chemicals Department, £248; Patent Medicines, £75. Office Salaries. £400; 
Office Rent, Rates, and Taxes, £188; Travellers* Commissions and Expenses, 
£214; Gas, Coal, and Electric Light (Office), £36; Printing and Stationery, £102 ; 
General Expenses, £6 15. ; Advertising, £652; Bad Debts, £35. 

Notes .—Apportion Factory Rent. Rates, and Taxes, and Power, Light, 
and other Factory Charges between the departments on a basis of the wages 
paid in each. 

Apportion all Office and other non-productive expenses, except Advertising 
and Bad Debts, between the two departments on a basis of the sales effected by 
each, counting goods supplied by one department to the other for use in 
manufacture as being sales. 

£50 of the Advertising expenses and £5 of the Bad Debts are chargeable 
against the Chemicals Department, the remainder relate to the Patent Medicine 
business. 

9. Messrs. Babble & Co. publish two daily newspapers, the Morning Screech 
and the Evening Howl. From the following particulars prepare accounts 
showing the net trading result of each journal for the year: Gross Sales: Screech, 
£51,000; Howl, £39,000. Returns, to be deducted from gross sales: Screech, 
£15,000; Howl, £4,000. Cost of Editorial Staff: Screech, £5,000; Howl, £4,000, 
Payments to Contributors and Correspondents: Screech, £22,000; Howl, £14,000. 
Payments to News Agencies for News Supplied : Screech, £10,000; Howl, £6,000. 
Receipts for Advertisements: Screech, £40,000 ; Howl, £30,000. Cost of Advertise¬ 
ment Manager’s Department (to be apportioned in proportion to the Advertisement 
receipts), £7,000. Cost of Paper used: Screech, £5,000; Howl, £4,000. Printing 
Department (* Salaries and Wages, £18,000; Repairs and Renewals, £1,000; 
Stores and Supplies, £1.000; Printing Office Rent, Rates, and Taxes, 
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£2,000; General Expenses, ;£2,ooo; Lighting and Power, £500; Depreciation 
of Plant, £1,000; Sundry Expenses, 1,500), £^7,000, Delivery Department: 
♦Wages, Salaries, Motor Expenses, and General Expenses, ;£3,ooo. 

Note ,—Apportion Expenditure under the headings marked ♦ in proportion 
to the Gross Sales. 

10. From the following Trial Balance prepare tlie Profit and Loss Account 
and Balance Sheet of L. Smith, a manufacturer whose business is divided into 
two departments, viz. “ A ” and “ B,” for the year. These accounts are to be 
shown so as to reveal the result of the operations of each department separately 
as well as the combined result. The expenses appearing in the Profit and Loss 
Account are to be apportioned as between the two departments according to the 
net volume of sales for the year in each department. 


Freehold Land and Buildings 
Plant and Machinery 
Sundry Debtors . 

Sundry Creditors . 

Manufacturing Wages :— 
Department A . 

Department B . 

Manufacturing ('barges :— 
Department A . 

Department B . 

Stock on hand, January i:— 
Depcirtnient A . 

Department B . 

Salaries of Counting House Staff 
Rates, Taxes, and Insurance . 
General Expenses and OimmiJisions 
C'apital Account, L. Smith 
Casl) at Bank and in hand 
Sales : “ 

Department A . 

Department B . 

Purchases :— 

Department A . 

Department B . 

Returns Outwards, Department B 


Du. Cr. 


£ 

s. 

d. 

£ 

s. 

d. 

20,500 

0 

0 




J 4 . 39 <> 

0 

0 




2,914 

0 

0 

23,246 

9 

5 

3.294 

9 

I 




5.291 

4 

9 




2,046 

14 

2 




3,096 

4 

cS 




2.049 

l() 

2 




5.929 

14 

3 




2,249 

10 

0 




935 

9 

9 




1.524 

r8 

5 

30,000 

0 

0 

i <->.454 

7 

I 

11.324 

9 

5 




16,986 

14 

I 

-1.399 

2 

I 




3.294 

1 

V) 

214 

19 

3 

/‘'^L 772 

T2 

2 

;£ 8>.772 

12 

2 


Note .—The value of the Stock on hand as on December 31 was as follows: 
Department A, ;f3,o92 17s. bd.; Department B, ;f4,924 los. gd. 

II. From the following Trial Balance of Messrs. X. and Y.*s Stores prepare 
a Trading Account showing the gross profits made by the three departments 
(A, B, and C) into which it is divided. Also prepare a Profit and Loss Account 
and a Balance Sheet. 

Make the following provisions at December 31: (i) Credit the partners 
with interest for the year on their Capital Accounts at 5% per annum; 
no interest is to be charged on drawings. {2) Write off Bad Debts amounting 
to £gg Ss. gd., and thereafter increase the Provision for Bad and Doubtful Debts 

5% of the balance of debts outstanding. (3) Provide for a stationery account 
owing at December 31, estimated to amount to £20. (4) Write 10% off the 

Furniture and Fixtures. (5) Of the £2^ gs. ^d. paid for Insurance Premiums, £10 
relates to the period after December 31. (6) Stock on hand at December 31: 

Department A, ^£612 4s. gd.; Department B, ^£104 2s. zd.; Department C, 
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Messrs. X. & Y.*s Stores. 

TRIAL BALANCE. DECEMBER 31. 

I)k. Ck. 


Capital Accounts :- - 

£ 

5. 

d. 

i 

s. 

d. 

X. 




2,400 

0 

0 

Y. 




1,200 

0 

0 

Drawings :— 







X. 

350 

0 

0 




Y. 

300 

0 

0 




Stock, January i :— 







Department A . 

OcSi 

4 

6 




Department B . 

1 2.1 

2 

2 




Department (' . 


9 

8 




Purchases (Cxross) ;— 







Department A . 

2,2 1 2 

4 

6 




Department B . 

I, n () 

S 

0 




Department C . 

-.P 19 

I 

I 




Sales :— 







Department A . 




2,b02 

4 

2 

Department B . 




L 595 

15 

11 

Department C . 




4,160 

2 

9 

Transfers of Stock between departments :— 







(From) Department A . . . . 




100 

0 

5 

(To) Department B . 

20 

0 

5 




(To) Department C . 

80 

0 

0 




Returns Inwards : — 







Department A . 

10 

0 

0 




Department B . 

.HO 

0 

0 




Department C . 

110 

»7 

1 




Wages and Salaries ..... 

.llt 

2 





Advertising and Catalogues .... 

240 

*1 

6 




Dividends on Shares in \l X Company 




60 

0 

0 

Shares in M N Company .... 

#',000 

0 

0 




Sundry T.)ebtor.s ...... 

5.59 

8 

0 




Printing and Stationery .... 

T 2 

I 

9 




Sundry Creditors ...... 




349 

2 

5 

Carriage ....... 

.38 

4 

6 




Commission ....... 

S2 

9 

8 




Postages, Telegrams, and Telephone 

47 

2 

1 




Provision for Bad and Doubtful Debts (as jit 







January t) . 




10 

0 

0 

Furniture and Fixtures ..... 

300 

0 

0 




Insurance ....... 

23 

9 

5 




(xeneral Expenses ..... 

84 

2 

9 




Cash at Bank ...... 

3 H .5 

9 

TO 




Discounts and Allowances .... 

46 

2 

I 





/12-477 

5 

8 


5 

8 


£1,112 8s. gd. (7) A stock of Catalogues remains on hand valued at the cost 
of which is included in the item of “ Advertising and Catalogues, £2^0 4s. 6d.“ 

12. The Otympian Patent Medicine Company manufacture two varieties 
of patent medicine, viz. “ Hercules ” ointment and “ Jupiter pills. From 
the following particulars prepare the (Company's Trading and Profit and Loss 
Account for the year, showing the gross and net profits or losses on each class 
of manufacture: Stock of Drugs on hand, January i: Ointment, £600 los.; 
Pills, £So 2s. 2d. Stock of Bottles, Wrappers, and Labels, January i : Ointment, 
£12^ 15s. 6d.\ Pills, £1^ 2s. gd. December 31, I’urchase of Drugs; Ointment, 
■^884 2s. gd .: Pills, £2^(i 8s. 2d. Bottles, Wrappers, and Labels: Ointment, 
■^625 85. 2d.’, Pills, ;^i22 85. 4<f. Manufacturing Expenses: Ointment, 
21,146 25 . (id.\ Pills, ^422 85. (>d. Sales: Ointment, 256,020 boxes at 6d. each; 
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Pills, 42,114 boxes at is. each. Slock of Drugs, Bottles, and Wrappers on hand 
at December 31, 19...; Ointment, £%j i8.s. iid.\ Pills, ;£8i 4s. iid. Advertising, 
^2,484 9s.; Postage, Stationery, and Printing, Izo'j os. ; Salaries, £414 is. 6rf.; 
Rent, Kates, and Taxes, and General Expenses, 2s. ^d. Apportion the four 
last-mentioned expenses between the two classes of goods according to the number 
of boxes of ointment or pills sold. 

13. Show how you would combine the Balance Sheets and interchanging 
accounts of a concern having separate trading centres in London, Liverpool, 
and Manchester. (Chartered A ccountants.) 

14. Describe how yon would treat the Accounts of Branches in the fiead 
Oflicc Books of a multiple-shop firm. (Incorporated Accountants.) 

15. Miles, Further & Co,, Ltd., own twenty retail provincial branches. All goods 
are supplied from the London Head Office, and are charged out at selling prices. 

Tlie Mead Office request you to devise a Supplies Journal which wdll record in 
convenient form : (a) Sup]dies to Branches (cost and selling prices); (b) Returns 
and allow'ances ; iind (c) Cost of packing and despatch. 

Submit a suitable ruling for the above requirements, explain the advantages 
you claim for it. and make two specimen entries therein. (Royal Society Arts}\ 

16. A company owning 500 branch shops instruct you to prepare a suitable 
system of accounts. Simplicity is of the first importance, as the knowledge of 
accounts of the Branch Managers is very limited. The company deal in five main 
commodities and sundries. 

You are instructed to prepare forms of accounts, so that weekly Profit and 
I.oss Accounts may be preyiared, continuous stocks kcyit, and cost accounts giving 
quantities for each branch, Gi\'e : («) Form of accounts to be kept at each shop ; 
(b) Weekly accounts to be forwarded to the Head Office; (c) Head Office book of 
statistics. (Incorporated Accountants.) 

17. Smith, Jones & Co. are the owners of a business wtirking upon the multiple- 
shop system. No branch is allowed to purchase any Stock and can make only Pretty 
Cash payments. All receipts are paid daily to the Credit of the firm at the local bank. 

Upon what basis should goods be charged out to the Branches ? 

Explain the records whici^the Head Office Books would show' in the case of 
each Branch. (Incorporated Accountants.) 

18. A company, having its Head Office in London, owms a factory in South 
Africa. During the year 19..., /lo.ooo in cash has been remitted from T-ondon 
to the factory, and bills for ^^5,000, drawn by the manager in South Africa on the 
Head Office, have been accepted. At the end of the year it is found that there has 
been a loss on the working of the factory of £2,000, which is transferred to the 
Head Office. Show the entries in the Head Office books recording these trans¬ 
actions. (Chartered Accountants.) 

19. Messrs. Baxter & Sons, whose Head Office is in London, remitted ;£5oo 
to their Manchester Branch on December 30. The books of the Head Office and 
the Branch are balanced as on December 31 each year. The above-mentioned 
remittance did not reach Manchester until the morning of January i, following. 
How would you deal with the amount in question in the Trial Balances of the 
Head Office and Branch and when preparing the combined Balance Sheet of the 
whole business ? (London Chamber Commerce.) 

20- A. B. & Co., of London, possess several branch shops. A weekly sum 
is remitted to meet salaries and expenses. All goods are supplied from the 
Head Office, and no local purchases are permitted. All receipts are banked 
locally as and when received, and the local managers have no power to drawr 
upon these banking accounts. The bulk of the sales are for cash, but a few 
credit sales are also effected, and are collected locally when due. 

You are required to submit a form of -%ckly Branch Return suitable to 
furnish the Head Office with all the necessary formation. 

21. The Roget Cigarette Compan^^ Ltd.^ proposes to open twenty retail 
.shops in various towns for the sale of: (a) Cigarettes, (b) Tobacco, and (c) Pipes 
and Sundries. % 

All goods are to be supplied from a central warehouse in London. No local 
purchases of goods are to be allowed. 
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You are required to draft instructions for the Head Office book-keeper: (a) As 
to the records to be kept in the Head Office books regarding goods forwarded to 
the branches; (6) As to the returns to be made to the Head Office by the branches; 
and (c) As to the best method of dealing with cash payments for expenses paid 
locally. (London Chamber Commerce.) 

22. A. B. & Co.'s Stores. 


Hoad 

Offico. 


Manchester 

Branrh. 


Livenwol 

Branch. 


Hull 

Branch. 


Stock, January i . . . 

Goodwill .... 
Frecholil Premises 

A. Capital Account . 

B. Capital Account . 

Sales. 

Purchases .... 
Sundry Debtors 
Sundry Creditors 
Trade Expenses 
Salaries and Wa^^es . 

Rates and Taxes 
Provision for Bad and Doubtful 
Debts ..... 
Bad Debts .... 
Repairs ..... 
Postages ..... 
Liverpool .... 
Manchester .... 

Hull. 

Head Office .... 
Investments .... 
Income from Investments 
Cash at Bank .... 


850! 


5 ,CKJO 1 

b,300 [ 

7,804 

i 

1 

7.804 

7,000 

•i.ooo 


b.SK : 


1 

78 1 


600 1 



j 

! 

501 

38 1 

i 

3«i 

i‘)7 

i6(> 

! 

251 

4,000 j 

320 

1,000 ; 

_ 

id 2 t,04 3 l/Sj 

1,043 


£ 

450 

£ 

£ ! £ 

425 i 

1 

! 

4,208 

631 

5.834 

1 5.412 
4,000 ; 

567 i 

70 

4.SO 
loK 

300 

! 276 

63 ! 

25<’ 1 . 

150 i 

30 


22 ; 

i 

21 

1 

14 1 ! 

166 

1 

1 

1 

i 

! 

46,134 

1 £6,134 

1 £5,688 j ;f5,68S 


£ 

1 £ 

275 

4,210 

3,000 


4.58 

162 

32 


250 


73 


22 


11 


251 


£4,372 

£4.372 


Stock, December 31 . 884 

From the above Trial Balance.s prepare Trading and Profit and Loss Accounts 
and Balance Sheet of the partnership, (Incorporated Accountants.) 

23. Weston Wlieeler, a retail trader, has three shops. His books show the 
following particulars at the close of his financial year on March 31:— 


stock, April i, previous year . 

Bath. 

£ 

Birmingham. 

£ 

Bristol. 

£ 

2,000 

3,000 

1,000 

Wages ..... 

330 

250 

300 

Rent ..... 

200 

3 . 5 *^ 

250 

Sales ..... 

5,000 

4,000 

3,000 

Stock, March 31 . 

2,000 

4,000 

1,500 


His total Purchases were £10,^00 and General Expenses £^^o. His buyer 
fixes the selling price of the goods by adding to the cost price of the goods the 
same percentage throughout the Branches. His general expenses are borne by 
each shop in proportion to its turnover. Show the net profits of each shop. 

24. In the Balance Sheet of a company submitted to you for audit, you find, 
amongst others, the following it" ns:— 

' ^ £ 

Creditors in London (Hep^TJffice) 10,000 

Due to Manchester Bran< ^ . . 2,000 

Due to Glasgow Branch . . i.ooo 


ill 3.000 
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Debtors in London (Head Office) 
Due from Liverpool Branch . 
Due from Birmingham Branch 
Due from Belfast Branch 


L 

15.000 

3,000 

1,800 

200 

£20,000 


What adjustments, if any, would you require before certifying ? (Chartered 
Accountants.) 

25. The X Z Company, of London, has a Branch at Newcastle-on-Tyne. 
Goods sold at Newcastle are supplied from London, but no charge is made in the 
books as between the Branch and Head Office. On December 31, the Branch 
Balance Sheet, after closing the books, was as follows:— 


Dr. 



Cr. 


£ 


£ 

Sales Ledger Balances 

46,700 

Bfjught I,edger Balances 

3.290 

Premises Extension Ac¬ 


Head Office 

. 44.720 

count, closed to Head 
Office .... 

0 



Cash in hand 




Cash at Bank 

1,260 




/.j 8,010 ^48,010 


Tn the six months to J line 30 next, the following transactions took place at the 
Branch: Sales, £$^,1^0 \ Purchases, £^,200 \ Wages (paid), £5,700 \ Salaries, 
£5^0 ; Directors* Fees, £200 ; Fire Insurance Premium for one year, £^Bo ; Cash 
collected on account Sales Ledger Accounts, ;f42,ooo; Discount allowed on 
account Sales Ledger Accorg^ts, £2,500', Cash paid Bought Ledger Accounts, 
;£3,8 oo ; Cash sent to London, ;£29,56o; Premises Extension, further payments to 
Contractors, 1,500. 

There is Cash in hand on June 30, /60, and a Bank Balance, £^,^50. 

Set out the Head Office Account in the Newcastle books on June 30, to show 
the entries after the books are closed, and also the Branch Balance Sheet at that 
date, assuming it to be made up on the same lines as on December 31. (Chartered 
Accountants.) 

26. The Southern Trading Company, Ltd., has a Head Office at London and 
a Branch at Southampton. From the following Trial Balances prepare a combined 
Balance Sheet of the whole undertaking. 


LONDON TRIAL BALANCE. DECEMBER 31. 

Dr. 


Cash ....... 

Stock on hand ..... 

Sundry Debtors ..... 

Sundry Creditors ..... 

Furniture and Fixtures .... 

Share Capital, 10,000 £i Shares, fully paid 
Profit and Loss Account :— 

Balance, January i . 

Profit for year ..... 

Southampton Branch .... 



£ 5 . d. 

511 12 6 

2,214 9 8 

5.616 4 2 


2.473 5 6 


Cr. 

L s. 


314 I 

10,000 o 

III 19 
7II 19 


d. 


9 

o 


^11,138 O TI ^11.138 


O II 
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SOUTHAMPTON 


Cash . 

Sundry Debtors 
Sundry Creditors 
Stock on hand 
London Office 
Profit for year 


TRIAL BALANCE, DECEMBER 31. 

Dr. Cr. 


£ s. (i. 

11 I 2 6 

9 5 

T.TII 14 2 


£ s. 


1.674 I 

519 


d, 

9 

8 

8 


^4/>33 lb 


£ 4^55 lb T 


The difference between the London Office balance in the Branch books and 
the latter's balance in the London Office books is accounted for by the fact that 
London remitted £700 cash to Southampton on December 31 and forwarded to 
Southampton goods invoiced at ;£99 3s- xod., both of which did not reach 
Southampton until January i following. 

27. The Manager of a Branch Office receives a cheque each month from the 
proceeds of w'hich he has to discharge: (a) the monthly trade accounts; (b) salaries 
and office expenses. 

With regard to receipts, he collects local accounts (with instructions to pay 
the same daily to the credit of Head Office at Bank). 

Upon investigation it is found: (i) That all monthly accounts due to the 
firm are one month in arrear, and that the dates of vouchers have been altered 
to correspond with the false entries in the Branch Cash Book (copies of entries 
being forw’arded to Head Office w’eekly). (2) That the Manager has paid 
to each employee only half a month's salary, explaining as his reason that Ilead 
Office had short-remitted him, owing to an error in the additions, made 
by Head Office, in the monthly Schedule of accounts payable. (3) That the 
Manager has collected accounts in cash, paying part only of the p)roceeds to 
Head Office account at Bank. 

You are requested to draft a scheme wdiich, iii-your judgment, will prevent 
a repetition of such frauds. (Incorporated Accountants,) 


III. Foreign Branch Accounts. 

Here we are concerned with the keeping and preparation of accounts 
involving the element of foreign exchange, and the complications 
incident thereto. 

The explanations previously given in regard to Branch Accounts 
where both the parent house and the branches operate in the same 
country apply also when the Head Office is domiciled in this country, 
and the branch in a foreign countr>% subject, how^ever, to certain modi¬ 
fications arising from the different currencies employed in trading. 
No new book-keeping principles are involved; the difference arises 
from currency fluctuations. 

Clearly, it is impracticable that the whole of the Brandi books 
should be kept at the Head Office; the Branch must keep its own 
books. Head Office treats itk Jbranches as debtors for all remittances 
in cash or goods, and the l;'^.nches respond by treating H.O. as a 
creditor. The method alreioiy explained w'hereby Branch Profits 
are brought into the H.O. bfV.<s by means of a debit to the Branch 
Account also applies in princ le. 

The H.O. books must, course, be kept at home in sterling to 
provide a sterling Trial Ba.M.ncc, and the Branch books must be kept 
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abroad in the local currency in order to record details of the local 
trading. The transfers of value continually passing between H.O. 
and Branch are recorded in a Branch Account kept in the H.O. books, 
and complemented in a H.O. Account kept in local currency in the 
books of the Branch. 

Book-keeping Methods. —There are three methods of recording 
transactions with foreign branches:— 

(1) Assume for book-keeping puri)oses that a stated sum in 
foreign currency is the exact equivalent of a stated sum in sterling, 
for example, that $4-866 - £ 1 . This method is employed when 
the currency is stable, and it is usual to take, as in the illustration, 
the mint par of exchange between the currencies, or the nearest 
round figure to the mint par. 

(2) Allow the H.O. books and the Branch books to run inde¬ 
pendently, and, at balancing periods, when the figures are combined, 
convert the items in the foreign Trial Balance into sterling at equitable 
rates, having regard to their nature and the circumstances of their 
origin. This method is employed when the currency of the foreign 
branch is unstable. 

(3) Although the exchange rate between the home and the foreign 
currency fluctuates widely, assume an artificial parity as in (i), and 
make the periodical adjustments in the books required to correct 
the excess or defect in the valuations arising from the assumption. 

(i) Stable Exchange. 

w 

Here the fixed conversion rate assumed for all inter-house transac¬ 
tions will obviate the futile labour that would be involved if every 
transaction between H.O. and the Branches were worked out at the 
cictual exchange rate ruling on the various dates. 

Mode of Procedure. —The Branch will keep its H.O. Account in 
local currency. Memorandum columns will be provided on either side 
of this account to accommodate the sterling equivalent of each item 
therein, converted at the rate adopted. The H.O. will keep its accounts 
in sterling and may, if it thinks advisable (but this is often unnecessary) 
make similar provision for the insertion on both sides of the Foreign 
Branch Account of the foreign equivalent of each item appearing 
therein. Thus the Branch Account in the H.O. Ledger, and the H.O, 
Account in the Branch Ledger, will be exact counterparts of each other, 
both as regards their sterling and their local-currency columns, and if 
the Branch Trial Balance as a whole is converted into sterling at the 
agreed rate of exchange, it can be amalgamated with the H.O. Trial 
Balance in exactly the same way as wcT|d be followed if the Branch 
were a home and not a foreign one. Thi"Employment of a fixed rate of 
exchange links the books at home kei^ in sterling with the books 
abroad kept in local currency, and the ha Jkony of the two sets of books 
(allowing for mere matters of arithmetic) ^^omplete. 

Moreover, any balance appearing in ^e Branch books can be 
written off these books, and transferred to f^H.O. books through the 
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reciprocal account kept between the two houses, always, of course, at 
the agreed rate of exchange. Thus, when the Branch has ascertained 
its profits, it can transfer them, in local currency, to the credit of the 
H.O. Account, and the H.O. can pass an entry through its own books, 
at the agreed rate of exchange, for the sterling equivalent of the profit, 
debiting the Branch, and crediting its own General Profit and Loss 
Account. 

Profit or Loss on Exchange Account.—Since the harmony of the 
home and foreign books proceeds from the conversion of all inter¬ 
house transactions at the one invariable rate of exchange, it follows that 
any transactions effected at rates other than the rate adopted must, 
nevertheless, be put through the reciprocal account at the adopted and 
not at the actual rate, and that the difference between the two rates 
must be written off to a Profit or Loss on Exchange Account, or 
Difference in Exchange Account. 

Thus, a London House, working on the basis of the fixed rate of 
£i = Mks. 20. remits Mks. 100,000 to its Berlin Office, at the rate 
of £1 - Mks. 20*42, costing £4,^07 3s. 2d. It must therefore debit 
its Berlin Office with Mks. 100,000 (at £i ~ Mks. 20) —- £5,000, 
and credit the difference of £102 lOs. lod. to Profit and Loss on 
Exchange Account. Similarly, if the Berlin Office remits London 
£2,000 at the rate of £i Mks. 20*45, costing Mks. 40,900, it must 
either debit London with Mks. 40,000 {i.e. at the fixed rate) and write 
off the difference of Mks. 900 to Profit and Loss on Exchange Account, 
or, alternatively, it must debit London with the sterling equivalent 
of Mks. 40,900 at the fixed rate - £2,045, and London must, when 
responding to the entry, debit £45 to Profit and Loss on Exchange 
Account as representing the difference between the sterling equivalent 
and £2,000. 

Any credit balance on the Profit and Loss on Exchange Account 
is better carried forward as a reserve against future differences and 
fluctuations. Any debit balance should be written off at once. 


(2) Fluctuating Exchange. 

When a business house has a branch or branches in a country wffiose 
monetary unit fluctuates in its sterling value, the home office, in 
addition to being subject to the ordinary vicissitudes inseparable from 
the endeavour to earn a local trading profit, is alw’ays faced with 
uncertainty as to the extent to which the local profit, when earned, will 
be affected by exchange relations between the two countries. 

Ordinary Book-keepinga uiPrinciples Apply.—In the main, the 
ordinary routine of inter-^" Juse book-keeping applies, whether the 
Parent House and its Branoii are located in the same, or in different 
countries; or, if the Branch a foreign one, whether the local currency 
is stable or unstable. Th Parent House keeps its books in sterling, 
and treats its Branch as ? ebtor for all remittances in money or kind, 
and the Branch keeps ifi-^^rccounts in the currency of its domicile, i.e. 
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either in sterling, or a stable or fluctuating foreign currency, and treats 
the H.O. as a creditor for all credits or remittances received. 

It has been shown above that where the exchange between two 
countries is stable a fixed conversion rate is used, and the Branch and 
H.O. books form the two halves of a single set of books, connected 
throughout the year by means of the reciprocal accounts. But when 
the local currency of the Branch is unstable, the H.O. and Branch 
books must, for the most part, be kept independently, and they cannot 
be combined with the H.O. books for the purpose of preparing the 
accounts of the whole undertaking until they have been subjected to 
revision in the light of exchange values. 

Remittances Account.—It has already been mentioned that the 
H.O., in all cases, opens a ledger account for eacli individual foreign 
branch, lo which remittances to or from the branch are either debited 
or credited as the case may require. But when dealing with fluctuating 
currencies, it is preferable to record remittances in a subsidiary 
Remittances Account, in order to relieve the main Branch Account 
of the cumbersome detail. If this method is adopted^ all remittances 
will, in the first place, be posted to the Remittances Account, and the 
total of that account will subsequently be transferred to the Branch 
Account proper. Both the Remittances and the Branch Accounts will 
be provided with currency and sterling columns, and the exact amount 
of currency will be placed against each item. The debit balance 
appearing in the Branch Account in the H.O. books, will, in these 
circumstances, represent the amount invested by the H.O. in the 
Branch business, and any ^irofits that may be made by the Branch will 
represent the return on the investment. 

Book-keeping by the Branch.—The foreign branch will conduct 
its book-keeping independently throughout, in the local currency. 
Like the H.O., it will open a Remittances Account, and also a H.O. 
Account, keeping both in sterling and in local currency. Allowing 
for the differences in dates, these accounts will be exact counterparts 
of the H.O. accounts. At the end of a trading period, the accounts 
must be reconciled by adjustments for items in course of transit, as 
already explained in connection with Branch and H.O. Accounts in 
general. 

Conversion of Foreign Branch Account.—^When the reciprocal 
H.O. and Branch Accounts hav’^e been reconciled as explained above, 
the Branch Trial Balance in local currency must be converted by the 
H.O. into a sterling Trial Balance, in order that it may be incorporated 
with the H.O. Trial Balance, and thi\ form a combined statement 
for the whole undertaking. But the B vch Trial Balance cannot be 
converted into sterling at a uniform fixed'Ae, as it could if the exchange 
were stable. Each item must be consi Aed on its merits, and must 
be converted at such a rate of exchang'J^s, in the circumstances, is 
most equitable. As a consequence of treatment, the Branch 
Trial Balance, when converted, will not Aw equal debit and credit 
sterling totals. When all the items have fAa converted into sterling, 
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the two sides are bound to disagree, and to effect the necessary agree¬ 
ment the difference must be inserted as a profit or a loss on exchange 
as the case may require. 

Rules for Conversion.—I'he rules for convx'rting the various items 
in the Branch Trial Balance are as follows:— 

(1) Fixed assets must he valued at the rate which ruled at the time 
of their purchase or when funds were specially remitted to pay for them. 

The reason for this is that the assets are acquired for permanent 
use by the Branch, and not for sale, and once the rate is determined 
it should, in ordinary circumstances, remain unaltered. 

AddUions to fixed assets made during the trading period, and also 
long-term mortgages, or other fixed liabilities, should he converted on 
the same principle. Capital expenditure, spread over a period, mav 
he converted en bloc at the average riding rate for the period. 

In some cases the Fixed Assets Accounts are transferred from the 
Branch to the H.O. books, through the reciprocal accounts. In 
such cases they no longer appear in the Branch Trial Balance. Fre¬ 
quently this is a wise proceeding, since it permits questions of 
depreciation to be dealt with more conveniently. The transfer 
must be made on the principles mentioned above. It must be 
understood that any depreciation which it may be necessary to make 
is a separate matter, and must be treated separately. If the deprecia¬ 
tion is on a percentage basis, and the Asset Accounts are kept in the 
Branch books, the rate of conversion for the depreciation (written 
off in the Branch books) must be the same as that employed for the 
asset itself, * ‘ 

(2) Current assets and liabilities, held or incurred for realisation, 
or payment in ready money, must be converted at the rate riding on 
the last day of each trading period, just as though they had actually 
been realised or paid at that date. 

(3) Profit and Loss balances, or the single balance of the Profit and 
Loss Account, where that alone is shown, should be converted at rates 
closely approximate to those ruling when the profits or losses arose. 

In practice, the average rate for the period is usually employed 
for conversion of the Profit and Loss balance, on the assumption 
that i)rofits or losses have accrued equally throughout the period. 
The average rate is obtained by adding together the rates for, say, 
the first day of each month comprised in the period, and dividing 
the total by the number of days taken into average. 

(4) Remittances between H.O. and branch will already have been 
entered in both sets of books, and the cost in sterling of all remittances 
to the branch, as well as the proceeds in sterling of all remittances from 
the branch, will appear irf^f^e form of actual entries in the H.O. books. 
All that is necessary there^ at the end of the period is to convert the 
total of the remittances in^^fhe branch trial balance to a sterling figure 
equal to the actual sterling Hal in the H.O. books. 

: ^ 

It has already been st ' ed that the sterling Trial Balance resulting 
from these various coj>i-w,fsions will fail to agree until it has been 
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adjusted by debiting or crediting the difference as profit or loss on 
exchange as the case may require. But since the profit or loss on 
exchange arises mainly in connection with the current assets and 
liabilities, it is essential, if a loss has occurred, to cliarge it against 
current revenue. If a profit on exchange is shown, it is doubtless 
permissible to carry it to the credit of current revenue, but it is more 
prudent to place it to the credit of a Reserve for Exchange Fluctuations, 
in order to provide for possible future losses. 

The following example illustrates the principles enunciated above:— 

Illustration .—From the following Trial Balances prepare the Balance 
Sheet of the Nictheroy Agency and Trading Company, Ltd. 


RIO 1 )K JANEIRO TRIAL BALANCE, DECEMBER 31, 19... 


Cash in hand ...... 

Cash at London and South Aniericun Bank, Ltd. 
Sundry Debtors ...... 

Stock on hand ...... 

Sundry Creditors ...... 

Land and Buildings ..... 

Plant and Machinery ..... 

Furniture and Fittings ..... 

London Oliice Account :— 

Balance, January i, 19... ^ £6,250 
Remittances during the year — ^1,580 2s. 6d. 
Profit and Loss Account (Balance) . 


Dr. 

Milreis. 

1,500.000 

15,075.000 

75..VJOOOO 

60,466.500 

13,241.200 
1,14 1.300 
1 , 011.200 


Cr. 

Milreis. 


32.590.400 


100,000.000 

25,000.000 

10,234.800 




Ms. 167,825.200 Ms. 167,825.200 


LONDON 

TRIAL BALANCE, DECEMBER 31, 

19... 



Dr. 


Cr. 



£ s. 

d. 

£ 5 . 

d. 

Share Capital 



4,000 0 

0 

Sundry Creditors 



4,198 4 

6 

Sundry Debtors 

200 0 

0 



Cash at Bank 

168 2 

0 



Rio de Janeiro Office Account, January 1, 19 --, 




Ms. 100,000 

.6,250 0 

0 



Rio de Janeiro Office 

Remittances during the 




year, Ms. 25,out . 

1,580 2 

6 




/8.iq8 4 

6 

^8.198 4 

0 


The rate of exchange may be assumed to have been as follows: At 
December 31, 19..., i6rf. per milreis; average rate for 19..., I3id. per milreis. 
The Land, Buildings, Plant, Machinery, Fixtures, and Fittings were bought 
when the rate of exchange was per ra,'^is. Any profit on exchange is 
to be placed to a Reserve for Exchange Fluct Kons Account. 

Foreign Branch Ledger at Head —In some undertakings 

a duplicate of the General Ledger of eacl 'feranch is kept at the H.O. 
Whether this procedure is wise in any givt^Vase depends largely upon 
the distance between the H.O. and the B.lkch; the effectiveness of 
the control exercised by H.O.; the Bran^ji^^ook-keeping facilities, 
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and other similar considerations. When a duplicate of the Branch 
Ledger is kept at the H.O., it is chiefly in total form, and involves, of 
course, the despatch by the Branch of summarised duplicates of its 
Cash liook, and its Purchases, Sales, and other journals. The keeping 
of a duplicate Branch Ledger by the H.O. affords a ready means of 
controlling the Branch, but it must be kept complete and up to date, 
and wholly in currency, as it would be by the Branch itself. It ranks 
only as a memorandum lodger, and forms no part of the H.O. account¬ 
ing system. Such a ledger can, of course, be kept for any Branch, no 
matter what the local exchange conditions may be. 

(3) Fluctuating Exchange Assumed to be Stable. 

In some cases it is convenient, even though the exchange is unstable, 
to assume a fixed rate, and to conduct the book-keeping on that assump¬ 
tion, in the way already described as applicable to a stable exchange. 
This method does not always give such exact results as would be 
obtained by treating the foreign currency for what it is, viz. un¬ 
stable, but provided periodical revaluations are made, should the actual 
exchange rate greatly differ from the rate assumed, it furnishes in many 
cases a fair working result. 

By this method all transfers of funds or credits between H.O. and 
the Branches are passed through the Remittances Account in the 
H.O. books at the fixed rate adopted, any difference between the 
adopted and the actual cost or proceeds of any particular item being 
debited or credited as the case may require, to Profit or Loss on 
Exchange Account, 'fhe fcilance of the latter account needs specially 
conservative treatment. 

Treatment of Balance of Profit and Loss on Exchange Account.— 

Reft?rence should be made as far as possible to the particular 
transactions between the H.O. and Branch which gave rise to the 
nominal profit or loss on exchange in order that it may be apportioned 
equitably over the transactions. For example, nominal profit on 
e xchange arising from remittances abroad to pay for the goods traded 
in, or to meet ordinary working expenses, could be added to the gross 
or net trading profit remitted from the Branch at the end of the trading 
period; or, alternatively, applied to the reduction of the debits which 
appear in the Trading or Profit and Loss Account, ('onvensely, 
if the profit arises from remittances to defray capital expenditure, it 
should go to reduce such expenditure, and must not be used in relief 
of revenue charges. Nominal losses on exchange require like, but 
converse, treatment. Concurrently, the.^eneral course of the exchange 
must be watched, and the fixed rate ado^^d for book-keeping purposes 
must be revised in case of need. 

Branch Ledger at Head Office.—in dealing with an un¬ 
stable exchange, the adoption of a fi: 'jd rate is convenient, it is 
often possible, by keeping at the H.O. -e^ocal Currency Ledger for 
Pjranch transactions, to relieve the local \ mnager from the necessity 
of sending to the H.O. anything more elj^-mrate than monthly cash 



The Kintrang Gold Concessions’, Ltd. 

MANAGER’S LOCAL CASH ACCOUNT FOR THE MONTH OF DECEMBER, 19.. 


63^ 


HIGHER BOOK-KEEYWtj AND A( C 


OUN'TS 


// 


^iS._ 8 



.8 8 8 8 


^ ■r.'TS S ^ 

■i|El.^sg-ig >-5 
^ o <xt oZ 

in CL, X 


0 

0 

Q 


«a g 

c 

9 »- 

0 

'71 

c c 

j 2 


I's 

00 c '£> 


»■• W f>l 


= : I 



:8S 


iO «ri ; 
r» r 

^ fn O'- 


OO'O = c 

cC ^ 

o C C r Si 

^ J £ a q 
a aH 

's /3 '71 '73 ctf 

















FOREIGN BRANCH ACCOUNTS 


633 



X 













634 HIGHER BOOK-KEEPING AND ACCOUNTS 

and store returns, and similar simple statements. This is frequently 
an advantage, in the case of some mining cind plantation companies, 
where there is no expert book-keeping staff at the local office. The 
Branch Ledger in local currency kept at the H.O. replaces the Ledger 
which the local office would otherwise have to keep. The method of 
amalgamating the ILO. Ledgers at balancing times follows the lines 
already laid down, the only difference being the domicile of the books. 

In the case of mine accounts, the statements sent must show clearly 
the apportionments, as betw^een current revenue ;ind capital expendi¬ 
ture, of the cash and stores disbursed. In the case of stores, the return 
should take the form of a monthly debit and credit Summary showing 
the stores received and issued, and this must be duly balanced, and 
supported by detailed lists of the stores issued. 

Plantation returns should give full details of the cash payments 
made and stores issued, and should show which of them relate to the 
crop account for the period, and which to future crops, or to capital 
exf)enditure. 

The forms on pp. 632-634 illustrate the cash and stores accounts of a 
mine, the book-keeping in connection with which is done in London, 
on the basis of an assumed fixed rate of exchange. Plantation state¬ 
ments are sometimes drawn up on similar lines. 


STORES ISSUED DURING THE MONTH OF DECEMBER. 19... 



Details. 

Chargeable as 
Capital 

Expei iture. 

Chargeable as 
Revenue 
Expenditure. 



Currency. 

SterliTJg. 

Currency. 

Sterling 

19 .. 


1 

$ 

c. 

£ 

s. 

d. 

$ 

c. 

£ 

s. 

d. 

Dec. I 

Ropes and pitwood, Shift i. 

*5 

20 




1.045 

90 




M S 

Fuses, ropes, pitwood, and explosives. 












Shift I . 

80 

00 




234 

90 




9 

Fuses, ropes, pitwood, and explosives, 












Shift 2 . 

342 

00 




121 

10 





Small tools and timber, per list, Shifts i 












and 2; Fot>es, sand, and pitwood, 












Shift 2 . 

422 

80 




71ft 

Ko 




>. liS 

Small sundries, Shifts x and 2 

19 

20 




14 

20 




» 17 

Small sundries for engine-house repairs. 

5 





100 

00 




25 

Small sundries for engine-house repairs. 

2 

30 




I9I 

00 




M 29 

Oil and lubricants, engine-room . 

4 

90 




45 

60 




,» 31 

Fodder for ponies. Stable and engine- 












room supplies. 

261 

00 




520 

50 





Totals, as given in summary for month. 

Ii»i 53 | 
' ' 

00 

O 15 

6 

0 

$2,990 

00 

£29q 

0 

0 


Certified as correct, 

: A. B., Storekeeper. 

« or C. D., Accountant. 

JL.F.f Manager. 

(4) Transact]^) ifs in Foreign Currency. 

It is the British custom^ *yhere possible, to invoice goods in sterling, 
in order that the risk of / ^)fit or loss on exchange may fall upon the 
foreign customer. Con?t''^^^*Ltion, however, renders it more and more 
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necessary to price and invoice goods in the customer's currency, and this 
necessity will probably grow more acute in the future, as competition in 
international trade increases. It is usual, in any case, to record sales in 
both currency and sterling, keeping special Foreign Sales Day Books, 
and Foreign Sales Ledgers, with double columns for this purpose. As 
each transaction is completed and paid for, the profit or loss on exchange 
is transferred to a special account. The following example will make 
the method clear:— 

A of London invoices to B of New York the following:— 

250 copies Library of Modem Thought ... $1-25 each 
250 copies Great Philosopher Series ... $1*50 each 

A used a fixed rate of $4*00 £i for conversion in his books. 

B remitted a sight draft for the amount, which realised £172 2s. 

FOREIGN SALES DAY BOOK. 


B, New York. 

230 copies Library of ModcJ ii ‘I hought nt $1.25 . 
250 copies Great PhiU'Sopher Series at f T.50 


» 


Ledger 

Folio. 

Currency. 

sterling. 



S 

c. 

C 

s. 

d. 


312 

50 





375 

00 




1 

*687 

50 

071 

17 

6 


FOREIGN SALES LEDGER, 


B. New York. 


To Sundries 
,, Exchange Account 
(profit) 


$ 

c. 

i 

s. 

d. 



$ 

c. 

£ 

s. 

d. 

6«7 

50 

X7* 

T 7 

6 

By Cash 


687 

50 

172 

2 

0 




4 

6 











--T' 

—- 

.. _ _.. . . - -- 

L.._ 







(5) Branch Capital Expenditurf.—Fluctuating Currency. 

The student will understand that no actually realised differences 
in exchange exist in connection with foreign capital assets. Cautious 
finance, however, acknowledges the necessity of taking all factors 
into consideration when including foreign Branch figures in the Head 
Office Amalgamated Balance Sheet. 

When the parent undertaking is jaged in constructing fixed 
assets in a foreign country where the rrency fluctuates violently, 
it is often essential to keep the capital ex^j nditure accounts in the H.O. 
books, and in sterling, and to transfer such expenditure from the 
Branch to the H.O. books at short pericx^ intervals. In this way 
the Branch books are relieved of capital t' ts which, to a consider¬ 
able extent, are protected from excharf'^iljl^uctuations. The only 
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balances then remaining on the Branch books are those representing 
current assets and liabilities, all of which, with the possible exception 
of the Materials Stock Account, are properly subject to the course of 
the exchange. 

This plan necessitates no very special book-keeping features. A 
Capital Expenditure Account should be kept in local currency in the 
Branch books, to which all capital expenditure should be debited. 
Memorandum columns can be added to the account for inserting 
against each item either the actual exchange rate, or the sterling 
figures at the correct rate, or both. 

At the end of the fixed interval, e,g. a month, the total debit shown 
in local currency in the Capital Expenditure Account kept in the 
Branch books should be converted, either at the actual rates used for 
its component items, or at the average of those rates, and transferred 
from that account to the debit of II.O. Account. A detailed statement 
of the total debit should be sent to 11.0. for incorporation in its books, 
by means of a compensating credit entry in the Branch Account and 
a debit entry in the Capital Expenditure Account. 

All conversions, including the charging back of capital expenditure, 
should be effected at rates as closely ap})roximate as possible to the 
actual rates experienced, i.e. either at the actual rate or the averaged 
rate for the period. As provided for above, this will involve keeping 
notes of the actual exchange rates experienced. 

Local Stores Account in Sterling.—It is sometimes found useful 
to insert against each item in the Stores and Materials Account, 
kept in local currency in the Branch ledgjr, its sterling equivalent. 
Stores can then be issued on the ])asis of sterling co.st, and the monthly 
sterling total to be debited to H.O. is thus easily determined. The 
sterling figures are then the governing figures of the Stores Account, 
although the currency figures are necessarily em}>loyed to prepare the 
general Trial Balance of the Branch Ledger. Each receipt or purchase 
of stores is debited in sterling and in currency, the conversion rate 
being the rate ruling at the time of purchase. Each issue of stores, 
whether for local revenue expenditure or for capital expenditure 
on behalf of the H.O., is credited at its sterling cost, the local currency 
figures inserted being the equivalent of that cost at the rate of exchange 
on the day of issue. The sterling equivalent of stores issued for local 
revenue purposes is of no interest apart from the Stores Account, 
and such items find their way to the loc£d Profit and Loss Account 
in currency only. When balancing the Stores Account, the sterling 
balance in the memorandum ':qlumns should be inserted and extended 
to the currency columns at th/ rate ruling on the last day of the period 
covered by the account. sterling columns will thus agree, but 

the currency columns will fe w a difference on one side or the other, 
which must be written off, currency only, to the debit or credit of 
H.O. Account, and is thus/j ininated. The H.O. will respond to the 
entry in currency only, a^#'^ since the currency columns of the H.O. 
books are of purely statis^ f 1 interest, the adjustment of the difference 
is of no consequence. 
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EXAMINATION QUESTIONS. 

1. Wliat do you understand by " exchange ** as between countries ? Explain 
why the rate of excluinge between two countries fluctuates from day to day. 
(Chartered Accountants.) 

2. Describe bri(;fly how international trade dealings are settled. (Royal 
Society Arts.) 

3. H. K. Kichardson & Co., of London, desire to remit ;t396 8,s. Od. to 
Hokoashi & Co., of Kobe, Japan. Describe three different methods of effecting 
the remittance which are open to Kichardson & Co. (Royal Society Arts.) 

4. Briefly explain the expression “ par of exchange." (Royal Society Arts.) 

5. Explain the mutual relations of the rates of discount ruling in any two 
given monetary centres and the rates of exchange between such centres. 
(Chartered Institute Secretaries.) 

6. In consequence of the war, the rates of exchange all over the w'orld have 
been subject to violent fluctuations. Explain a system whereby the comparison 
of the Annual Trading Account figures may be preserved and the item " Loss in 
Exchange " eliminated. (Incorporated Accountants.) 

7. What is the " mint par of exchange " ? Explain why it varies from the 
actual rate of exchange from time to time. (Chartered Accountants.) 

8. The under-mentioned items, amongst others, appeared in The Times 
newspaper, in a column headed "Foreign Exchanges": Paris, 124-124 j; 
New York, 4*87-4‘87 tJj. Interpret the meaning of the items quoted. (Royal 
Society Arts.) 

9. flow would you treat Foreign Branch Accounts in the following cases: 
(r) Where the rate of exchange is stable; (2) Where the rate of exchange is 
fluctuating ? Explain on what basis you would incorporate the accounts of the 
Foreign Brandi in the Head Office books, taking France as an example of a 
stable rate and Brazil as an example of a fluctuating one. (Chartered Accountants.) 

10. Messrs. Pernet Ducher^ Co., Ltd., London, have a branch office in a 
South American Kepublic, wmsre the exchange fluctuations are considerable. 
The books of the Branch are kept in local currency only, and, at the close of each 
financial year, a Trial Balance, Profit and Loss Account and Balance Sheet are 
sent to the London oflice. 

Briefly describe how you would amalgamate the Branch figures with those 
of the Head Office. 

At what rates would you convert: (i) the Profit and Loss Account balance; 
(2) the Floating Assets; (3) the Fixed Assets; and (4) Kemittances from London ? 
(London Chamber Commerce.) 

11. A London company, owning a mine in India, receives monthly cash 
statements, in Indian currency, from its local manager. 

How would you pass these returns into the company's books and effect the 
necessary conversion into sterling ? 

Illustrate your answer by means of rulings of the book or books you would 
suggest, and enter therein six imaginary transactions. (London Chamber 
Commerce.) 

12. A firm in London owns a business in Russia, and receives from the local 
manager a monthly statement of the transactions in Russian currency. How 
would you give effect to these transactions in the I.-ondon books ? Give 
rulings and three imaginary entries. (The 1 |^proximate value of a Russian 
rouble = 100 kopecks is 2s. i\d.) 

13. A and B, carrying on business in L l^^on, had established a branch 

in New York on January i, 1948, sending o\» Stock and Cash to the value 
of jii,ooo as working capital. In the London joks this appeared as " Capital, 
New York, £1,000.** The equivalent in the^mew York books was $4,875. 
Profits were made in New York as follows: $2,762*43; 1949* $3,419*401 

1950. $4,359*15. As on December 31, 1950, V%Branch was sold, pur- 
ch^ers paying $10,000 for the goodwill, and ta J^^l^^over assets and liabilities 



HIGHER BOOK-KEEPING AND ACCOUNTS 


638 

at book figures. They remitted the full amount by draft (the exchange being 
$4'76ji), and this had come to hand before tlie London accounts were closed 
for 1950. By arrangement, no New York profits had previously been brought 
into the London books. A and B, sharing profits five-eighths and three- 
eighths. make the necessary Journal entry in the London books to explain and 
close the transaction, as far as possible, as on December 31. 1950. 

14. In preparing the Balance Sheet of a Bank having foreign branches, 
at what rates should the currency figures of the Balance Sheet and Profit and 
Loss Account be converted into sterling in the case: (a) of a Branch in France: 
(fe) of a Branch in Brazil ? How would you deal with any difference arising on 
conversion? (Chartered Accountants.) 

15. You are auditing the accounts of a Liverpool merchant, with branch 
houses in New York, X^alparaiso, and Lima, and owning freehold premises 
in each of those places, debited in the books of such branches respectively. The 
balance of assets over liabilities at each branch is translated at the rate 
of exchange ruling at the date on which the balance is taken, and treated as 
an asset in the Balance Sheet of the firm. Can you pass these entries ? If 
not, state fully what adjustments would, in your opinion, be necessary. 
(Chartered Accountants.) 

16. At what rates of exchange would you convert the following classes of 
balances, in the Trial Balance of the Brazilian Branch of a British limited 
company, for incorporation in the London books of the company at the end 
of a financial year? Give a reason for your answer in each case, (a) Fixed 
Assets: (h) Floating As.sets and Ciirrent Liabilities; (c) Profit and Loss balance; 
(d) Remittances. (Chartered Accountants.) 


17. A. Brown & Co.. London and Rio de Janeiro. 


RIO DE JANEIRO TRIAL BALANCE. DECEMBER 


1)R. 

i .* Milreis. 

Freehold Land and Buildings (at January i) . . 250,000 

Freehold Land and Buildings (additions during year) . 11,000 

Stock of Goods on hand (December 31) . . 3-,032 

Sundry' Debtors ....... 160,6.^0 

Sundry Creditors ....... 

Bills Receivable ....... .^8,^96 

Investment ; Milreis 50,000 State of Amazonas Internal 

5% Bonds, bought at 90 . . . .j5,000 

Cash at London & Brazilian Bank .... 49.632 

Profit and L<is.s Account (balance, December 31) . 

Head Office Account (l)alance, January i) . 

Remittance Account (£10,000 remitted to London) . 160,000 


Ck. 

Milreis. 


96,656 


60.672 

599.472 


Ms. 756,800 Ms. 756,800 


From the above informatio.^ prepare the Trial Balance for incorporation 
with that prepared from the London books. 


average 1 

was i5d. The Investment wa^-< 'ught as a permanent investment and is to be 
treated as having been bou|f, t at a time when the rate ruling was 
i6d. The equivalent of the Ww>d Office Account balance (Ms. 599,472.000) 
as shown by the London books/) /37,469 12s. jd. 

18. Prepare from the folY‘4ng figures a detailed statement, in a concise 
form, showing that the SMvf assets abroad would be sufficient to provide 
for the excess liabilities (inc^ff |ig Capital) in England:— 
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England. 

Mexico. 

Burmah. 


£ 

5. 

d. 

Dollars. 

- 

Rs. 

a. 

P- 

Cash ..... 

LO75 

2 

10 

10,400.75 

J.35.990 

14 

6 

Creditors .... 

120,080 

10 

10 

35.888-.54 

7,58,900 

12 

0 

Debtor.s .... 

13,822 

10 

4 

16.952.12 

1,97,886 

12 

2 

Bills Receivable 

17,128 

10 

6 

— 

3.75.000 

15 

10 

Bills Payable .... 

60,220 

18 

6 

— 

4.350 

M 

2 

Investments .... 

A 4.954 

6 

8 

2,000.00 

30,600 

0 

0 

Shipments .... 

70,426 

16 

] I 

5.54102 

1,05,989 

TO 

0 

Stock ..... 

440 

14 

6 

160,072.25 

6.45.7<J3 

4 

8 

Reserves .... 

j 00,000 

0 

0 

2,000.00 

1 1,50,000 

0 

0 

Share Cajutal. 

T 50.000 

CJ 

0 





I^rofit ..... 

3.857 

»3 

10 

— 




I*aymcnts in Advance 

444 

4 

4 

7,420.90 

85.275 

2 

0 

I’roperties .... 

220,000 

(3 

0 

J 2,000.00 

J ,65,000 

0 

0 

Advances to Natives 

i 



...... 

3.45.000 

0 

0 


The dollar to be converted at 24 '. and the rupee at is. ^d. (i 6 annas = i rupee, 
12 pies 1 anna). (Chartered Accountants.) 

19. The Chemical Supply Company, Ltd., London, has branches at 
Calcutta and Bombay. The nominal Capital of the Company is £20,000, divided 
into 10,000 Ordinary and 10,000 I^eference Shares of £i each. 

The accounts of the Indian branches arc audited by a firm of chartered 
accountants, who supplied the following Balance Sheet as on June 30, 19...:— 

IIvS, Asskts. 


1 Calcutta. 

Bombay. 


Calcutta. 

Bombay. 

l.oridon Oftioe 

Creditors . 

Bad Debts Reserve 
Bombay Branch , 

Profit (or the year 

Rupees. 

13^,305 

1,950 

I2,2tio 

Rupees. 

67,110 

1,780 

1,400 

8.275 

Stock 

Debtors 

Fittings and l^'iirniture. 
Calcutta Branch . 
Formation Expenses . 
Cash in hand and at 
Bank 

Rupees. 

104,58c 

40,830 

6,350 

2,025 

Rupees. 

63,255 

4,300 

950 

1,950 

1,250 

6,860 


Rs. 153,785 

Rs. 78,565 


Rs. 153,785 

Rs. 78.565 


For the purposes of conversion, the rupee may be taken at is. 4^. 

The Head Office Trial Balance on June 30, 19..,, was as follows:— 

Credit Balances: Sales, £7,775; Bad Debts, £97; Preference Share Capital, 
£5,000; Sundry Creditors, £6,635 • Commission Earned, £30; Ordinary Share 
Capital, £5,500; Bills Payable, £1,980. 

Debit Balances: Purchases, £6,150; Freight Duty and Export Charges, 
£^551 Wages and Salaries, £255; Trade Expenses, £60; Formation Expenses, 
£940; Postages, Telegrams, and Telephone, £56; Calcutta Branch, £9.387: 
Directors Fees, £250 ; Cash in hand and at Bank, £650; Profit and Loss Account 
balance, June 30, £2,850; Stock, June 30, £40; Kent and Kates, £30; Stationery 
and Advertising, £75 ; Bank Interest and Charges, £22 ; Furniture and Fittings, 
£31; Bills Receivable, £45; Bombay Branch, £4,474; Commission Paid, £127; 
Sundry Debtors, £1.020. 

On June 30 following the London Stock gs £150 and the Stock of Stationery 

£45* 

Cash in transit from Calcutta, £300. 

Provide £170 for Commission Earned, an^ 120 for Bad Debts, 

The Calcutta manager is entitled to a con Ion on the surplus profits of the 
Company in each year, after paying the Pr ^ nee Share dividends, of £10 in 
respect of each i % earned on the Ordinary SP Capital. 

Prepare Trading and Profit and Loss Acc- for the year ended June 30, 
and Balance Sheet as on that date. 
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20. From the following Trial Balances prepare the Balance Sheet of the 
South American Produce Company, Ltd., as at March 31:— 


South American Books. 


Milreis. Milreis. 

Sundry Debtors ....... 135,000 

Sundry Creditors ....... 6o,0oo 

London Oftice Account (/<),8i2 los. ^d.) . . 154,206 

Cash at Bank ........ 12,040 

Furniture (purchased April I, previous year) . . 3,-16 

Stock ......... 118,050 

Profit and Lo.ss Accounl, Net Profit for the year . . 73,.500 


Ms. 288,306 Ms. 288,306 


London Books. 

/ .S. ll. 

Share Capital, 5,000 shares at each (/3 paid 

up) • .. 

South American Account (remittances at actual 

rates) ....... 9.812 10 5 

Cash at Bank ...... ^>,475 i 7 

Profit and Loss .Account, balance at April 1 


L d. 

15,000 o o 


3,287 12 o 


I 8,287 12 O £18,287 12 O 


Rate at April i, is. 4^. per milreis. Average rate, is. ^Id. per milreis. Rate 
at March 31 following, is. 3d. per milreis. 

21. From the following Trial Balances prepare the Balance Sheet of the 
San Paulo Trading Syndicate, Ltd., as at June 30. 


SANTOS TRIAL BALANCE, (TUNE 

30. 



Dk. 

Ck. 


Milreis. 

Milreis. 

Cash at Bank of Brazil, Santos ..... 

7.500 


Stock of Goods on hand ...... 



Sundry Debtors ....... 

(>8,500 


Bills Payable. 

17,000 

Furniture and Fittings, balance at December 31 last 

2,000 

Furniture and Fittings, additions from January i to 
June 30 ........ 



l^ofit and Loss Account balance, being Net Profit for the 
half-year ended June 30 . 

14,000 

London Office Account (£7,767 3,s', 9d.) 


124,000 


Ms. 155,000 Ms. 155,000 


LONDON TRIAL BALANCE, JUNE 30. 

Du' 

L d. 

Share Capital issued : 10,000 £1 SIC .res, 15s. per 
share paid . . . . ' . 

Cash at Bank . . ’ 'St - 

Sfintos Office Account, Ms. i24,cj^ "at actual re¬ 
mittance rates 


Profit and Loss Account, balanc •onght forward 
from last year 



85 on 
7.7fj7 3 9 


£7.852 4 8 


Cr. 

£ s. d. 


7,500 O O 


352 4 8 

;f7,852 4 8 
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Current rate of exchange, December 31, i^d. per milreis. Current rate of 
exchange. June 30, i6\d. per milreis. Average rate for first half of year, i(>d. 
per milreis. 

Furniture and Fixtures on hand at December 31 were bought at i^d. per 
milreis; the additions during the first half of year were bought at i6d. per milreis. 

22. From the subjoined Trial Balances, extracted from books kept respectively 
at the London and Paris offices of Reville & Co.. Ltd., prepare the combined 
Balance Sheet of the undertaking as on December 31. A fixed rate of exchange 
of Fes. 25-20 to the £ is employed in the business. 


Keville & Co.. Ltd. 


LONDON (HEAD OFFICE) TRIAL BALANCE. DECEMBER 31. 


i)K. 


Cr. 


Share Ca])ital ...... 

Stock of (Vood.s oil liand (December 31) . 

Sundry Debtors ...... 

Sundry Creditors ...... 

Freeliold Premises ..... 

Furniture, T'ittings, and Fixtures . 

Pills Receixable ...... 

('ash at Bank ...... 

('ash in hand ...... 

Paris Branch Account ( Fes. .|.2,8oo at 25.20) 
Profit and Los.s Account (London), Net Profit 
for year ....... 




l 

s. 

d. 

i 

s. 

d. 




10,000 

0 

0 

3.295 

12 

6 




1,926 

14 

3 

‘I.991 

0 

2 

8,05(1 

12 

(> 




132 

9 

5 




45 <> 

0 

0 




456 

15 

I r 




10 

9 

0 




1,698 

8 

3 

T.029 

16 

2 

/i6 ,02I 

2 

4 

£l(i^,02\ 

2 

4 


PARIS BKARXH TRIAL BALANCE, DECHiMBER 31. 


Sundry Debtors ....... 

Sundry Creditors ....... 

Stock of (Joods on liand (December 31) - 

Furniture, F'ittings, and Fixtures .... 

Bills Receivable ....... 

(’ash at liank ....... 

Insurance paid in advance (proportion unexpired) 
('ash in hand ....... 

London Office Account (remittances received) . 

Profit and Ixiss Account balance, licing Net Profit for 
the year ........ 


Dr. 

Francs. 

40,800.05 

12,500.00 

2 , 000.00 

4,500.00 

i3.«97-5o 

98.00 

1,926.00 


Cr. 

Francs. 

28,000.00 


42,800.00 

4»I2I.55 


23. W. P. & Co., Ltd., whose registered o 
of their business in Paris. Both the Londoi- 
own Balance Sheets, and the following figur 
of the two houses on December 31. You art; 
accounts. 

A fixed rate of exchange of 25-12 is used in th'^sf^giness 



F'es. 74.921.55 Fes. 74.921.55 


e is in London, have a Branch 
,nd Paris houses prepare theii 
epresent the Balance Sheets 
nested to combine the two 
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LONDON BALANCE SHEET, DECEMBER 31, 19... 


Share Capital 

Creditors . 

Bank 

Paris Branch Account 
Profit and Loss Account 

/ 

. 25,000 

500 
5,000 
. 12,500 

2,495 

Premises . 

Debtors 

Furniture . 

Bills 

Cash in hand 

Stock on hand . 

1 

. 10,000 

Sa 95 

327 

25,118 


£45.495 


;^ 45.495 


PARIS BALANCE SHEET. 


Creditors 

Profit and Loss Account 

Francs. 

3,876.00 

Debtors 

Furniture, etc. 

('ash in hand 

I^ondon Office Account 
Stock . 

Francs. 

8,500.50 

1,500.00 

125.25 

314,000.00 

5.250.25 

Fes. 320,376.00 

F 

cs. 329,376.00 



(Incorporated A 

cconntants.) 


24. A firm of London merchants received a Trial Balance from their Branch 
abroad—where the exchange is liable to considerable fluctuations—and 
incorporated the items in the London books at the rate of exchange 
ruling as on the date of the Trial Balance (December 31). The Trial 
Balance contained the following items: Premises, Plant, Sundry Creditors, 
Sundry Debtors, Stock, Cash in hand, London Office Account, and Profit and 
Loss Account. 

Do you approve of the above proceeding ? If not, how would you deal 
with the Branch Trial Balance in the LondonC. 3 ooks ? (Royal Society Arts,) 





Chapter XV 

STORE-KEEPING AND COST ACCOUNTS 
I. Store-keeping. 

Stores Records Essential.—Before discussing cost accounts, attention 
must be devoted to store-keeping records, since stores records should 
be kept, whether a proper costing system exists or not. The word 
Stores " in this connection means the raw materials or other articles 
used in manufacturing goods or for carrying on a business; whereas 
** Stock ** connotes finished goods held primarily for sale. These terms 
are frequently confused. Raw material is, of course, a relative term, 
for what is a finished article in one factory may be raw material in 
another. Although many businesses sell raw materials as well as 
finished articles, such raw materials are dealt with as stores, appropriate 
entries being made in the accounts for issues to the merchanting depart¬ 
ment. In every business it is essential to maintain a proper check 
upon those numerous items passing in and out of stock included under 
the vague title '' General Stores.*' In a manufacturing business such 
records are vital to accurate pricing and invoicing of goods sold or work 
done, and slackness or inefficiency in keeping stores, and the records 
of their receipt and issue, will vitiate the results of any costing system. 

An Efficient Store-keeping System.—^The diversity of raw materials 
employed in different businesses makes it impossible to lay down hard- 
and-fast store-keeping ndcs or to submit stereotyped rulings capable of 
universal adoption. Th*s3'stem and rulings employed must be adapted 
to each particular business. Any attempt to make the business fit 
into a standard system is foredoomed to failure. .All that can be 
attempted here is to outline the main principles applicable to store- 
keeping systems. 

Ample floor space is a first essential to orderly and efficient store¬ 
keeping. Lack of proper control in the stores department is a certain 
source of trouble. Further, the store-keeper must be trustworthy and 
capable; and the system must work correlatively with the financial 
and costing records of the business, and must furnish an efficient check 
upon all goods entering and leaving store. Reliable store records will 
eliminate waste and extravagance, permit accurate estimating and 
prevent loss of interest on capital locked up in obsolete stock. In view 
of the reluctance of most manual workers to undertake clerical duties, 
the books should be as few and as simple as possible and the clerical 
work be reduced to a minimum. In ^hat way, reliable results will be 
obtained more easily, since the store-j%eper's time is usually and more 
properly occupied in the manual wd^of handling the goods in his 
charge. The actual stores ledgers styjld not be written up by the 
store-keeper, but by a member of the hunting-house staff. 

Incoming Goods.—On entering the'^^rks, all bales or bundles of 
goods should be checked against the cop^bf the order and the delivery 
note as regards number and weight by^Jle gate-keeper, and entered 
in a Goods Inwards Book. This book ^\^d be regularly checked 
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with the Store-keeper’s Reports, the Delivery Notes, and the Invoices 
by a member of the counting-house staff. Tlie store-keeper should 
check the contents of the packages for quality and quantity, and send 
the delivery note, duly initialled, with his report to the counting-house, 
where it should be checked with the original order and the invoice. 
Any goods below sample or specification or otherwise defective should 
be held on one side pending instructions from the counting-house or 
works manager. If they are to be returned, an authorisation should 
be sent to the store-keeper and a duplicate to the gate-keeper so that 
the latter can pass them out. 

Bin Cards. —Goods received should be entered in the Stores Pur¬ 
chases Book as mentioned later. The materials in stock should be 
recorded on separate cards attached to each bin, sack, shelf, or locker, 
and the store-keeper will note on these cards particulars of all goods 
received into or withdrawn from stock. Where symbols are used to 
distinguish goods, these will also be recorded. Simple forms of Bin 
Cards are illustrated below. 


BIN OR LOCKER CART). 

No. of Bin. WliLTc kept . 

Nature of Goods . Limit : Maximum 

Minimum 

I Symbol .. 


Stock Received. 



Given out on Requisitions. 


i HaLince on 
I 11 and. 


Date. 


From whom. 


i 


Ouantily 
or Wifight. j 

i 


i 


Dale. 


Hcu]ihred for. 


Quantity 
or Weight. 


Quantity 
or Weigiit. 




! 



BIN OR LOCKER C.\RD. 

. Department. 

Bin No. Description. 


Stock and Added Since. 


Taken Out Since. 


Size. 


No. 


I T. j C. ! Q. ! L. ! 


Size. 


No. 


! T. ! c. 


Note .—This card is suitaV>le toi 


: v ach to bins or lockers prior to stock-taking. 
It is particularly lielpiul for sto^^ aking purposes in cases where a count can 
take place a few days beforehan^f / On the actual day of stock-taking, individual 
checks or tests are made herty^f;;! there, and the cards are collected and dealt 
with in the ofl&ce. 
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In cases where quantities of special goods are purchased for spccihc 
jobs or contracts, against which they are earmarked, it is advisable to 
add a note to that effect in red or to enter them in an additional column 
provided for that purpose, so that the balance available for general 
issue may be clearly seen. Alternatively, special Bin Cards (with or 
without special Bins) may be provided. Neglect of these precautions 
may involve the business in considerable inconvenience, or even in 
direct loss, e,g. where lack of sufficient material causes a definite stop¬ 
page of progress, or delays it sufficiently to bring into operation a 
penalty clause in the contract. 

As a general rule, the values of goods in store should not be shown 
on these cards, nor should they appear in any records kept by the store¬ 
keeper. The cards are totalled periodically, and checked and agreed 
by an independent clerk with the balances shown in the Stores Ledger. 
The total of the balances appearing on the Bin Cards should agree with 
the relevant balances in the Stores I-edger, and so should greatly 
facilitate stock-taking. Any discrepancies disclosed must be enquired 
into at once. Sucli enquiries arc often tedious, but to delay investiga¬ 
tion is fatal. A note should be made at these periodical inventories 
of any stocks which have not been operated upon for some time or 
which arc deteriorating in value by storage. A serious waste of working 
capital occurs if it is allowed to remain locked up in obsolete stocks, and 
steps should be taken to realise the stocks at the best price obtainable. 
The ** maximum " stock allowed for stores should, in respect of little- 
used stores, be reduced to more appropriate quantities, and the “ mini¬ 
mum stock for such stores may also be capable of reduction. 

t 

Receipt of Goods into Store. —When the stock of any particular 
material is running low {i.e, nearing the fixed “ minimum *') the store¬ 
keeper must send a formal requisition—a Store-keeper's Requisition 
Form—to the ordering and buying department specifying the materials 
required. Frequently these requisitions have to be passed by the works 
manager before they go to the buying department. When the buying 
department has ordered the requisitioned goods, an advice note will be 
sent to the store-keeper informing him what goods he is to expect. 
The usual procedure is to make out all orders in triplicate books. One 
copy goes out as the actual order; a second goes to the store-keeper as 
a check upon the incoming goods, and the third remains on record in 
the order book for reference in case of need. In no circumstances 
should the store-keeper be allowed to order goods direct. Particulars 
of these requisitions should be recorded by the store-keeper in a Stores 
Requisition Book (see p. 649), and full particulars of the actual quantities 
of goods received should be recordc^ against the requisitions. To 
facilitate posting, the Goods Received crpks should be kept in duplicate 
for alternate days. In some cases lot •i| daily Goods Received Sheets 
are preferred for convenience in circul ^lon. 

It is not wise to hand the invoicegoods to the store-keeper, 
lest he be tempted to avoid the troubf^3|f an independent count and 
assume that the invoiced quantities arev 3 |rrect. The invoices should 
be checked in the counting-house agains^vj^ goods received records in 
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the Stores Purchases Book, and deficiencies should be reported at once 
to the suppliers of the goods. 

In some instances the store-keeper will receive goods that he has not 
requisitioned, the buying department having directly ordered goods for 
particular jobs or contracts. These goods will be recorded by the 
store-keeper in the Store Purchases Book, and their arrival be notified 
to the buying department. 

Where partially or completely manufactured goods are received into 
store from the works, they may conveniently be recorded in a special 
Stores Received Book ruled similarly to the Stores Purchases Book, 

Issue of Goods from Store.—It must be a rigidly enforced rule 
that no goods shall be allowed to leave the store except against a properly 
completed Requisition Form, in the same way that no goods should 
be allowed to leave the works except against a properly authenticated 
Pass-Out Form. Each foreman should be supplied with a carbon 
copy book of requisition forms in duplicate or triplicate, one copy 
being retained in the book, one going to the store, and (where considered 
advisable) one being sent direct to the counting-house. Similar books 
should be issued for credit slips. These requisition forms require 
careful scrutiny, as the accuracy of the eventual charging up of the 
job or contract depends upon the care with which the particulars are 
recorded. The requisitions must be signed by the foreman requiring 
the goods, and must state the date, the quantity required, and the order 
number of the job or contract for which the stores are to be used. If 
the stores are taken by a messenger, he should sign or indorse the 
requisition form. Adequate control must be exercised to prevent 
continual ordering of small quantities with the attendant expense of 
increased recording and waste of time on small issues, on the one hand, 
and over-ordering wath increased risk of carelessness and spoilage on 
the other hand. At the close of each day or shift, the requisition forms 
should be handed to the costing clerks. 

At times there is bound to be a quantity of stores remaining over 
from a job or contract. Particulars of such surpluses should be 
entered by the foreman on a Credit Slip or Materials Return Note and 
the stores returned to the store-keeper, who must treat them as an 
entirely fresh receipt of stores. In some cases it may not be convenient 
to return these overs " to store. Where, for example, a builder is 
erecting houses on a distant site, it would be futile to return the bricks, 
cement, sand, etc., left over from one house, and then to reissue the 
material from store, possibly, to another house in course of erection on 
a contiguous site. To meet such cas^£ a Transfer Slip, or Materials 
Transfer Slip, similar to the requisitior j^d credit slips, must be made 
out by the foreman transferring the st ,^s and be signed by him, by 
the receiving foreman, and by the site i^erintendent, and sent to the 
counting-house, a copy being retainec jp before. Supervision over 
transfers of this kind is essential, otherw^certain jobs will gain at the 
expense of others, and both costs and fut Jk estimates will be vitiated. 
These transfers do not concern the store-r^tfoer, but are handed to the 
costing clerks for transfer from one job or ‘ JV act to the other. 
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Consumable stores or materials issued for general use {e,g. oil, waste, 
grease, repair stores, etc.) should be recorded as issued to the depart¬ 
ment concerned, and, if needed for machine repairs, the shop number 
of the machine should be entered, so that the proper manufacturing 
charge may eventually be formulated. Requisition forms for stores 
for general use are frequently printed on coloured paper. 

All goods issued should be recorded in the Stores Issued Book, from 
which postings to the Stores Ledger are effected. It may be con¬ 
venient to duplicate this book under various headings to avoid subse¬ 
quent analysis; and, where the work is hea\’y, separate books for 
alternate days or weeks will help to keep the work up to date. Materials 
purchased for special contracts or jobs may, if desired, be recorded in a 
separate book. 

The Stores Ledger.—I'his ledger records the whole movement of 
stores both inwards and outw^ards, and the balances extracted from it 
at any time should represent the actual quantities and values of the 
stores in hand. This ledger should be kept in the counting-house by 
a special clerk (or clerks), whose duty it will be to analyse the invoices, 
requisitions, credit slips, transfer slips, etc., and to post the Stores 
Ledger. Briefly put, the accounts in the Stores Ledger are written up 
as follows: All goods going into .store are debited from the Goods 
Inward Book (Stores Received Book), the credit slips, and transfer 
slips. All goods going out of store are credited in accordance with the 
details shown on the Requisition Forms. The above debits and credits 
will supply quantities or weights only. The vahics will be obtained from 
the invoices or from the cost prices adjusted by the Costing Department, 
as explained later. The balances shown on the Stores Ledger should 
agree with and afford a check upon those on the Bin Cards and also a 
check upon the financial values. A .separate ledger opening must be 
provided for each item of sufficient importance to warrant a separate 
account. Small items, when numerous, must be grouped with those 
of a like kind. A note of the location of the bin or locker, and the 
maximum and minimum amounts of stock (in quantities) which are to 
be carried, should appear at the head of each account. When the 
minimum is reached, immediate notice must be given to the ordering 
department. 

A “ total account should be built up for the Stores Ledger, or if 
there are several ledgers, for each ledger. When the individual invoices 
are debited to the appropriate class of store, they should be summarised 
and credited in total to the Total Account. The requisitions (less credit 
slips) should be debited in total to this account, so that the double 
entry may be completed at h stage and the balance of stores in 
hand seen at any time. Care € • st be exercised in compiling the figures, 
which, when accurately keptl ’.re of great assistance to the ordering 
department, and at stock-takl . j, and at an internal check upon stores. 
The employment of the card/' loose-leaf system greatly facilitates the 
compilation and the arran^ ient of store records, and is gaining in 
popularity. # 

A very important que.^^^‘ that remains for discussion is the price or 
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value to be placed upon stores for costing purposes. Differences of 
opinion exist upon this question, but the methods explained below will 
be found practical and in general use. 

Methods of Arriving at Values for Stores Ledger Entries. —The 
values to be debited to each class of goods in store should, in the case 
of bought goods, be the invoice price less trade discount. In the 
case of goods partially or wholly manufactured in the works, cost price 
may be adopted, although, as will be discussed later, a comparative 
wholesale price, or other “ loaded value, is sometimes used. Pricing 
out issues of goods is rather more complicated. For costing records, 
all inward charges [e.g, carriage, freight, cartage, duty, etc.), must be 
taken as forming part of the cost of the goods for issue purposes, and 
this addition to invoice cost will operate to throw the ledgers out of 
balance, unless such inward charges are debited to the relative stores 
accounts or are subsequently adjusted. It is therefore advisable that 
this adjustment should be made where the stores ledgers are used in 
conjunction with a costing system, otherwise it is not so important, 
and the goods can be issued at the net invoice cost. If the prices of 
materials do not vary throughout the period under review, there is 
little difficulty in arriving at an accurate price per unit of issue, and in 
such cases the original cost price would be adhered to. In practice, 
however, it is usual for market prices to fluctuate from time to time, 
and it is necessary, therefore, to adjust the issue prices accordingly. 
In some cases monthly averages are taken as the basis for the ensuing 
month. Where issues are made in bulk, it is possible to use the original 
cost price of the oldest stock on hand, on the basis that the goods which 
came in first will be issued^rst—this tends to prevent the accumulation 
of obsolete stocks. Advocates of real costs contend that this is 
the only sound method. If an issue comprises goods bought at different 
times and prices, two issues prices, or an " equated price, has to be 
arrived at. This method is more conservative—-when an estimate has 
been based upon the cost of material in stock at the time when the 
tender was prepared—since, even if the price of raw materials rises 
before the contract is executed, the business has covered the necessary 
supply at a price which will ensure a profit. This eliminates the 
gambling element when buying materials. The proper pricing of 
goods is, of course, the work of the Costing Department, where a Price 
Record Book should be kept containing particulars of past and current 
prices. 

A second method is to charge out the goods at the current market 
price at the time of issue. It will be clear that if stores are priced out 
at any other figure than actual cost, ^ther a profit or a loss will be 
shown on the stores accounts, and thiihfact will complicate the recon¬ 
ciliation of the values in the stores acco^Ys, and will increase the diffi¬ 
culty of agreement between the costin.-^^ind financial records, if this 
achievement be desired. In many ca; 5 €fc, however, this will not be 
regarded as a very serious objection p^Ayided quantities are a^eed. 
This second method certainly tends to mt/^V competition more rational, 
as costs will be based on lines comparable^*ih those of businesses which 
buy as they go. 
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When pricing out the issue of goods in comparatively small quanti¬ 
ties, or goods which are not easily identified, the average-price method 
may be adopted. It must be pointed out, however, that this method 
involves more clerical labour, and is more liable to error, since every 
change in price involves a change in the average. This method is not 
suitable for the issue of the finished parts of goods, since they should 
be issued in the order in which they are made, and it is undesirable to 
introduce further variables into their cost. 

Conservative manufacturers sometimes go to the extreme of issuing 
goods at the original purchase y^rice of the highest priced stock; but 
this is not ad\dsable, as it will generally mean either that estimates are 
too high to secure contracts or that complicated adjustments must be 
made in framing the estimates. 

It must be emphasised that goods purchased for specific contracts 
or jobs should invariably be priced out at the actual cost price, irre¬ 
spective of the prices used at the time for issuing similar goods to 
ordinary contracts, since the estimate was based on the cost of the 
specific goods in question. 

Stock-taking. —'rheoretically, if the store records are accurate, 
stock-taking could be dispensed with. The aggregate balances of the 
Bin Cards, after agreement with the balances of the Stores Ledger, 
should furnish the total stock in hand at any date. If a pepetual 
check is kept on the stock, as shown by the balances on the Bin Cards 
and Stores Ledger, it is possible that the total stock shown as being 
in hand may be more accurate than the figure arrived at by the usual 
stock-taking methods, especially if these methods are elastic, as they 
sometimes are ! In practice, howev er, discTrepancies wall be disclosed 
by the Bin Cards due to deterioration of stores, waste in measuring, 
errors in recording, and the like. It is wiser, therefore, to make exten¬ 
sive tests of the actual contents of the bins or lockers before accepting 
the card records as correct. 


II. Cost Accounts. 

I'hcre is no necessity in these days to emphasise the importance of 
cost accounts, either from the manufacturer's or the examinee’s point 
of view. Present competitive conditions make it imj^erative that 
accurate and reliable accounts sliould be available showing not only 
the financial results of each trading period for a business as a whole, 
but also the extent to which each unit—be it article, job, contract, 
department, process, or service—that contributes to make up the 
aggregate turnover of the bujf aess is sepcirately responsible for those 
results. Manufacturing bus^ sscs, in particular, have now, with few 
exceptions, devised costing 1 ^ stems that enable the management to 
determine with substantial I curacy the cost of every article manu¬ 
factured, and, indeed, of cwr-ry separate process incidental to their 
manufacture. Ihe chang^, conditions and the disturbing price 
fluctuations that have ha^’ired post-war manufacture have rendered 
pre-war costings useless resent-day purposes, and at the same time 
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have made it both more difficult and more imperative to ascertain what 
the current costs of manufacture actually are. 

It cannot be over-emphasised, however, that cost accounting is 
essentially the same in principle as ordinary accounting, except that it 
aims at accounting for units/* For that reason it is seldom practic¬ 
able to incorporate the cost accounts in the general system of double¬ 
entry book-keeping, since to attempt to do so would necessarily involve 
the disappearance of many of the nominal account totals which are 
required for the preparation of the financial accounts at the end of the 
trading period. It is necessary, therefore, to instal a separate system 
of double-entry accounts working side by side and capable of approxi¬ 
mate reconciliation with the financial books ])roper. Absolute exacti¬ 
tude is scarcely possible in the majority of cases, since the time and 
trouble necessary to allocate the multitude of small expenses incurred 
in any manufacture would defeat the desired object, as will be seen 
later. 

Definition. —By cost accounting is meant a specialised application 
of the general principles of accounting in order to ascertain the cost of 
producing and marketing any unit of manufacture, or of carrying out 
any particular job or contract. By ** cost ** is meant all expenditure 
that can properly be allocated to the production of the unit, or to the 
job or contract undertaken. 

Principles of Costing. —In the space available in a general text¬ 
book it is possible only to outline generally the main principles involved 
in the ascertainment of costs. But, because these principles are general, 
once they have been lear®bd, they can be applied to any business, 
provided that due allowance is made for technical variations. More¬ 
over, in many cases it is found in practice that no two businesses, even 
in the same trade, will require exactly the same system. Some differ¬ 
ences in application are always necessary, because the precise lines of 
the costing system must be adajHed to the business and not the business 
to the system. Again, from the examinee's ])oint of view, nothing 
but a knowledge of general principles can in fairness be expected of 
him. 

Advantages of Costing. —^An intelligently planned costing system 
affords the following advantages:— 

(1) It shows the actual cost of production of each unit of manu¬ 
facture, or the cost of running each department of the business, thus 
enabling selling prices to be fixed with due regard to those costs. 
It provides an analysis and classification of costs, and other statistics, 
all of which wall be of the greatest h^sistance wiien budgeting for 
future requirements, or deciding polucfiLor increasing production. 

(2) It provides exact data for entmating and tendering, and 
enables the cost for similar jobs or nsiat orders to be adjusted in 
accordance with known variations in ciAent expenses and conditions, 
and so places competition on a ration?2*^asis. 

(3) It enables comparisons to be mad d^etween one manufacturing 
period and another; between the costs olr^fferent methods of manu- 
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facture; and shows the variations in cost resulting from the employ¬ 
ment of different kinds of material or classes of labour. 

(4) It reveals the effect upon production of an increase in wages, 
or a reduction of working hours. 

(5) It discloses weak points in the factory system, e,g, inefficient 
or extravagant processes, unremunerative branches, departments, or 
manufactured articles. Businesses have been ruined by large in¬ 
creases in turnover in one particular department or product, pre¬ 
viously sold in relatively small quantities, but always at a loss that 
is hiddeti from view by high profits made in other departments, or 
on the other lines of goods. 

(6) It affords a check on the use of material, stores, and labour; 
exposes waste of time and effort; prevents losses of material by 
theft, deterioration, etc.; shows up inefficient workmanship and 
incapable management; and suggests directions in which economy 
can be effected, and the plant and machinery be used to the utmost 
advantage. 

(7) It shows the cost and value of work in progress. 

(8) It provides valuable data for fixing methods of remunerating 
labour and for regulating buying; and firudly 

(9) Shows the return to the business for a given expenditure, the 
cost per unit to be added for new capital expenditure, and affords 
workable estimates of the probable effect of the introduction of new 
machinery and the like. 

Systems of Cost Accounting.—The student who desires to specialise 
in the subject has a wide range of text-bocAvs at his command, most of 
them dealing with one or other of the systems in use as applied to a 
particular trade. The general student cannot, of course, be expected 
to be familiar with the requirements of particular trades, but he must 
be conversant with fundamental princijiles. Below are set out the 
usual “ types " into which costing systems are grouped, but it must 
be noted that in any one business, several or all of the types may be 
used in different departments or processes, it may be possible and 
necessary to allocate all expenses in the first place to departments, 
and then in each department to employ another type or types, according 
to the stage of manufacture. The multitude of systems advocated 
is apt to confuse the student, and he is advised to confine himself in 
the first instance to general principles such as are here enunciated. 

Terminal, Job, or Contract Costing ,—^'fhis system is applicable where 
definite contracts are entered into (e,g. Engineering, Building, Contract¬ 
ing, etc.), each contract bein^ costed to its conclusion by the careful 
analysis of every expense of ir^aterial and labour, and the attachment 
of a proper proportion of tht» ;op or works Oncost expenses. The cost 
is then comparable with tl\‘ price received. If absolute accuracy 
were attainable, the aggregl fe for the whole of the accounts should 
agree with the Profit and#!>ss Account, but in practice there will 
always be a margin of errow ^rom causes which will be mentioned later. 
Single, or Output system is applicable where there is 

a natural or standard uii|#i‘ output. The cost is arrived at by dividing 
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the total cost for a period, or batch, etc., by the number of units pro¬ 
duced. The system is suitable for Collieries, Mines, Breweries, Quarries, 
etc., the unit being per ton, per barrel, etc. 

Process Costing. —This is applied to undertakings where materials 
are converted by passing through several stages of manufacture, usually 
giving more or less valuable by-products at various stages, e.g. Chemical 
Industries, Tanneries, Gas Works, etc. 

Operating or Working Costing. —^This system is applied where the 
product is a service rather than a manufactured article, and the ordinary 
books of account contain, in themselves, the data necessary for costing 
the unit concerned. Railways, Tramways, etc., are examples in point, 
the unit being per passenger or per car mile. The system is sometimes 
employed in the cjisc of Gas and Electric Works, where the subsequent 
processing of by-products is not done in the works. 

Multiple eVAs/mg.- -This method is applicable “ where a number of 
products are involved bearing little or no relation to one another in 
cost or selling price, and in which the manufacture is organised to a 
high degree of specialisation in parts." It is adaptable to the manu¬ 
facture of Cycles, Boots, Small Tools, Eurniture, Hosiery, Toys, etc., 
the parts of which are standardised to a high degree, involving constant 
and regular processes and repetition work. Each process or operation 
must be costed separately so as to arrive at the total cost for a given 
number of articles. 

Departmental Costing. —This type has been left till last, since, in 
the majority of instances, as mentioned above, it is merely a preliminary 
allocation, from which the output of each department is costed by some 
other type. Where it is^ifficult or impossible to obtain units suitable 
for calculation [e.g. in Retail Stores), the department may be treated 
as a whole, and periodical comparisons can be made with prior periods 
and with similar departments. 

It must be realised that to a great extent the above divisions are 
arbitrary, since the system must be fitted to the works or business. 

Devising a System. — The first step towards the inauguration of a 
successful costing system (after having induced the manufacturer to 
agree to the organisation of his works so as to afford the necessary 
data) is to enlist the sympathies of the works manager and his staff. 
The usefulness and expense of the system are dependent upon the 
size and organisation of the business, and a knowledge of technical 
detail is essential to success. The accountant must collaborate with 
the technical staff, and familiarise himself with the processes of manu¬ 
facture, and the routine from which the costing data must eventually 
be collected. 

Costing Terms Defined. 

(a) Prime Cost [Flat Cost). —Thisnls made up of the materials, 
labour, and expenses directly chargej5€fle to a unit, job, contract, or 
particular service. iV 

(fe) Oncost. —In all manufacturing»\businesses certain indirect 
expenditure is inevitable. This expei-^ture is known as Oncost. 
For example, the wages of store-keepeiir^ 4 me-keepers, clerks, super- 
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vision expenses, and the like have no direct relation to any particular 
job or process, and do not rise and fall uniformly with the output. 
Expenditure of this nature must, however, be allocated, as it necessarily 
enters into all estimates and costing results. Oncost, therefore, repre¬ 
sents the proportion which each unit, job. contract, or particular 
service must bear of the indirect, overhead, fixed, or establishment 
charges that cannot be directly allocated to any delinite item of pro¬ 
duction—in short, all the expenses of a business other than direct 
labour, materials, and expenses. These expenses are frccjuently 
divided into Works Oncost and “ Office Oncost." The former 
comprises all overhead expenses up to the point when the unit leaves 
the factory; the latter comprises all subsetpient expenses. Office 
Oncost, again, is sometimes divided as l>etween selling and distributing. 
Broadly stated, the direct element of cost Prime Cost, and the indirect 
element = Oncost. 

(c) Total (Gross Productioyi) Cost. —This is made up of Prime ('ost f- 
Oncost. Selling Price consists of Total Cost f Profit. Job CAysting 
is simply a method of charging costs against individual jobs, i.e. direct 
labour and materials with an added percentage for Oncost. Few 
businesses are suitable for this system. 

(tf) Direct Labour, —Labour directly expended in producing a 
unit is termed Direct Labour ; labour expended upon services general 
to the whole factory is termed Indirect lAibour. dlie same subdivisions 
are frequently applied to materials and expen.ses. 

(e) Labour Hours. —The aggregate number of hours worked by the 
whole labour staff. 

( * 

Elements of Costs.—Broadly speaking, the costing system of any 
business is in reality an analysis of the Matuifacturing or Trading and 
Profit and Loss Accounts. The debits appearing in tht\se accounts 
resolve themselves into: (^) Items which are directly related to and 
chargeable against tlie articles manufactured (i.e. direct wages, materials, 
and expenses); (b) expenses that cannot be directly charged against 
the articles manufactured (i.e, indirect wages and expenses). 

The student should realise that, at the best, cost accounts can only 
closely approximate to accuracy, Th(;y must of necessity include an 
element of estimate, and to the extent that they do they are le.ss exact 
than the financial accounts. 

So far as is practicable, all expense items are charged direct to the 
unit selected for costing ]:)urposes. It would be possible, with the 
expenditure of sufficient time and care in analysis, to allocate directly 
the majority of expenses, but the time and expense necessary for such 
meticulous analysis would rob/ahe result of its value and far from 
justify the small margin of iiv‘eased accuracy attained thereby. It 
is therefore better to speak of | -penses as being " conveniently attach¬ 
able." }& 

A typical costing system wot deal with: - 

(a) Labour directly ai^ijonveniently attachable to the unit. 

(b) Materials directly ^'4 conveniently attachable to the unit. 



COST ACCOUNTS 


657 

{c) Expenses and disbursements directly and conveniently attach¬ 
able to the unit (e.g. travelling expenses of workmen engaged on a 
distant contract; plant bought for use on a specific job, etc.). 

I'he above {a), (/>), and (c) make up the Prime Cost of the unit. 

{d) Expenses which cannot be directly and conveniently attached, 
i.e. Works and Office Oncosts. 

W^orks Oncost is made up of indirect wages paid to cranemen, boys, 
store-keepers, yardmen, and other general labourers; rent of works; 
depreciation of machinery; expense of general stores (oil, waste, 
repairs, etc., and other factory expenses). Tliis Works Oncost must 
be apportioned equitably over the units produced. Prime Cost plus 
Works Oncost is termed Works Cost, and if to this Works Cost we 
add a due percentage of the total office and administrative expenses 

Office Oncost) we then arrive at the Cost of Production. Cost of 
Production plus selling and delivery charges gives the total Cost of 
Output available for sale. Some authorities apply the terms “ Cost 
of Production ** or “ Net Cost as being synonymous with what is here 
termed Works (ost,** and use the term Gross Cost to signify 
** Works Cost '' plus Office Oncost." 

Prime Cost will, of course, vary with the output, but Oncost is 
composed largely of charges that remain more or less fixed. The 
components of cost must now be dealt with in detail. 

Labour.- The correct booking of time is a first essential of accurate 
costing. Wages may be p^i^ on the time system (hourly, daily, weekly), 
or on the piece-work .system, or the bonus system. Indirect labour is 
paid for almost invariably on a time basis. Piece-work is largely 
empk)3^cd for direct labour. It may be " ordinary [i.e. so much per 
unit completed), or " contract," i.e. a fixed price for a given job or 
quantity paid to a contracting foreman who acts for the men under 
him. Where the time system is in o])eration, each workman will be 
booked into and out of the works hy a time-keeper or by one of the 
mechanical clocking-in machines (t?.j^. the Gledhill Time Recorders) 
now extensively used. The principle of these machines is that the 
workman inserts his numbered key, or card, in a clock, which records 
the time on a .sheet or on the card, as the case ma^^ be. The older 
.system of entering up each man's time in a time book is unreliable, 
cumbersome, and time-wasting. 

Usually, only the times of entering and leaving the works will be 
recorded on the cards, although it is practicable and advisable in some 
cases to have additional clocks for each tdepartment, and for each large 
job or contract. In any case, where nui ^ous jobs are passing through 
the works, it will be necessary for time sb^lts to be kept by the foreman 
for each man, or by each worker individ*^rlly, to record the time spent 
and the work done, with the appropr^te job number. The sheet 
made up for each man must be compart^, with his total time in the 
works as recorded by the clock, and an. ^discrepancies must be im¬ 
mediately investigated. 
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The time sheets must be priced out at the worker’s effective rate, 
and then analysed over the respective jobs, on a Labour Abstract 
{Abstract of Wages), So far as possible tlie wages will be attached to 
specific jobs, but there will be a certain proportion which cannot 
conveniently be so attached. This must be extended into the indirect 
wages column to be dealt with through the Oncost. Even where the 
piece-work system is in operation, it will still be necessary to keep time 
sheets for inside workers, as time enters directly into the cost. If one 
man takes twice as long to do a certain piece of work as his neighbour, 
a greater proportion of Oncost will be attachable, since the majority 
of the overhead charges are irrespectiv^e of output. A system which 
is growing in favour is to provide the men with a “ job ticket for each 
particular job. 'I'hese tickets are collected daily, and a wages abstract 
is produced from them. 

Bonus or Premium Systems are also growling in favour, but detailed 
explanations of these somewhat complicated systems cannot be entered 
into here. The principle of these systems is that a certain standard 
time is fixed for an operation, for which the worker is paid at the 
usual agreed rate. If the worker completes the work in less than the 
standard time, he is paid a percentage of the saving effected, or a 
premium equal to the percentage of time saved. These systems are 
more fully dealt with in Accounting, by the present author. In some 
instances a standard output for the works is fixed; if this output is 
exceeded, a collective bonus is paid to all the workers. In others a 
High Wage Rate is adopted and no bonus is paid, but the output 
must be maintained. Specimens of time sheets, etc., will be found in 
the author’s Accounting. Wages paid urf.ler piece-work and bonus 
systems are summarised in the same manner as time wages. 

The total of the Labour Abstract should be agreed with the pay¬ 
roll for the week, after which the postings may be made. Debits will 
be put through to the individual job accounts, to standing orders, etc., 
and to Indirect Wages Account, the credits being to Total Accounts 
appropriately named. 

Materials.—It has already been pointed out that discrepancies will 
probably arise in accounting for materials, but they should be within 
narrow and ascertainable limits. The system of receipt and issue of 
goods recommended above gives all the necessary data for the costing 
records. The requisitions, credit slips, and transfer slips must be 
analysed out over jobs, as in the case of wages, on a Materials Abstract, 
and the postings entered up in a similar manner to that advised above 
for wages, including the Total Accounts. Materials bought for sjXfcific 
jobs should invariably pass through stores in the usual way. Indirect 
materials {i.e. materials whieV'-annot be conveniently allocated to any 
specific job, such as oil, way;o, etc.) must be dealt with in a similar 
manner to indirect wages. 

Oncost. —In the case of S^igle Costs, the amount of Oncost attach¬ 
able to each unit is readilw^arrived at by dividing the total indirect 
expenses of the period ^ the number of units produced, e.g, per 

barrel of beer, per ton ;oal, etc. In other cases, Oncost is more 
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difficult to distribute, and must to an extent be approximately esti¬ 
mated. The following is an outline of the more usual methods 
adopted:— 

Percentage Method .—This can be employed where there is little 
variation in the rate of wages paid, and the machines used are of 
uniform cost and construction ; and also in cases where the work does 
not vary, or varies only within narrow limits. 'J'he percentage may be 
calculated: [a) On wages in general, or at different rates for depart¬ 
ments or cltisses of operation; {b) on materials; {c) on Prime Cost; 
or {d) on some differential basis combining two or more of the above 
methods according to tlie facts of the particular case, and the most 
constant factor in production. It will be clear that each case must be 
treated on its merits when we consider that two workmen, A and B, 
may be working side by side, each doing equally skilled work, but, while 
A is working on materials costing £100, B is working materials costing 
los. In circumstances of that kind, if the Oncost is allocated as a per¬ 
centage on Prime Cost, and the wages earned on the jobs are in each 

case £5, it will be hopelessly inaccurate to load B's job with as 

much Oncost as is attachable to A's job. In the case quoted, other 
factors being the same, the necessities would probably be met by the 
addition of a proper percentage on wages. To give effect to variations 
in the skill of workmen, efficiency hours may be taken for the allocation 
of the Oncost. The Prime Cost method is little used, and is applicable 
only in cases where the material worked is uniform throughout and 
forms the j^redominant element of cost. 

Prodtictivc-Hour MetM^d .—This is based upon a rate per hour of 
direct time. Where either the rate of wages or the nature of the work 
varies, a general or dei)artrnental rate may be adopted, based on the 
actual productive hours taken to execute a certain task or operation. 
Direct hand-labour hours are sometimes used for that class of work, 
and total direct labour for the balance of the costing. The total Oncost 
figure divided by the total direct-labour hours gives the Oncost rate 
per hour. The time sheets will give particulars of the man-hours 
worked. 

Machine-Hour Method .—Under this method the cost of operating 
the machine is ascertained, and is embodied in a machine-hour rate 
based upon the lime the machine is at work. This method is practically 
essential in the heavy trades, and must be employed where machinery 
is the predominant factor in production, and there is a wide difference 
in the cost of the machines employed and the power required to run 
them. Rates are calculated for each machine or group of machines. 
The expen.ses generally included in the machine-hour rate consist of 
rent for the space occupit'd by the machine, rates, insurance, deprecia¬ 
tion, repairs, oil, cleaning materials, and all the like expenses of run¬ 
ning the machine. The total of these expenses for the period the 
machine is to run, divided by the estimated running hours the machine 
is to work, will give the machine-hour r'^^e. Needless to say, a period 
of average trading must be selected anc o.iot one of depression. The 
whole of the Oncost may not be fairly disr;"butable where this method 
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is employed, and some part of the charge may have to be apportioned 
on a different basis. The time sheets, again, will furnish particulars 
of the number of hours that each machine has run. The total expendi¬ 
ture on the machine, divided by the number of liours it has been worked, 
will give the machine-liour rate. The “ expenditure on the machine 
covers labour, powder used, depreciation, repairs, etc., to which are 
sometimes added rent, rates, etc., based upon the space occupied by 
the machine. 

Entries in the Cost Books. The debits to the individual accounts 
in the cost books, by whatever method adopted, may be made weekly 
along w’ith the labour debit, or they may be debited when the job has 
been completed. If tlie latter method is employed, care must be 
taken at balancing periods to make the adjustment for the Oncost on 
work in p)rogress. The totals should be credited to a Total Account, 
which should, at regular and frequent intervals, be compared w^ith the 
total of the actual expenses as recorded in the financial books, any dis¬ 
crepancies being investigated, and the rates adjusted at once, if neces¬ 
sary. 

Office and Administrative Oncosts.—I'his charge is not usually 
apportioned on the above methods, but is computed as a percentage 
on Works Cost. Sometimes it is apportioned on the basis of turnover. 
However, the facts of each business must be considered separately, 
and the most suitable method adopted to meet those facts. 

Primary (Direct) Allocations.—Since the object of allocating Oncost 
is to approximate costing to actual conditions, so far as possible, the 
necessity for ap)proximatioii should be limt ’ed. Wherever possible, 
care should be taken to allocate expenses over the individual shops and 
departments, so that the limits of error should be reduced. Kent, 
rates, taxes, insurance, for example, may be apportioned on the basis 
of the number of square feet occupied, or on the cubic capacity of the 
space occupied; lighting, according to the number of points used; 
heating by cubic capacity; power by metered consumption, and so 
on. When all the expenses that can be ear-marked have been allocated 
to the respective shops or departments, there remain the general 
Oncost expenses, and these must be apportioned on the most suitable 
basis in the circumstances. 

Care must be taken, in fixing rates, to make adjustments for ex¬ 
penses that do not attach equally over all departments or jobs in one 
department. There may, for exiunple, be a preponderance of unskilled 
labour; in another, skilled men only may be employed, with a boy for 
odd jobs. As a general rule, unskilled workmen will be slower than 
skilled, and they wnll tend to spoil more materials and tools, and so 
require more supervision. More Oncost will, therefore, be attachable 
to unskilled than to skilled labour 

It will be obvious that to cost a job or process after completion 
would be so to delay the costing as to render it useless. It is necessary, 
therefore, to base costing fiffifres upon past experience, and to make 
adjustments from time to t/..e in order to meet known alterations in 
conditions and circumstang^.* 
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The Cost Ledger.—This is the nominal ledger of the costing system, 
and it must be kept on complete double-entry principles. For this 
purpose Total Accounts are emjdoyed, as explained above; direct 
wages, purchases, stores, etc., being debited in detail to the particular 
cost account concerned, and credited to accounts headed Direct Wages, 
Direct Materials, Total Accounts, etc. 

Total Accounts.— It remains to deal with these accounts at the end 
of the period. If Oncost has been debited periodically to individual 
job accounts, it will be seen, at the end of the accounting period, that 
the Oncost attachable to all work in progress has been apportioned. 
If Oncost is debited only to completed jobs, the appropriate Oncost 
attachable to all work in progress should be carried down on an Oncost 
Suspense Account. 

The respective Total Accounts thus arrived at should now be com¬ 
pared with the actual expense accounts for the same items as shown 
in the financial books. If serious differences appear, they must be 
investigated, and, if nccessai^^^ adjusted to the Job Accounts. All 
differences, however small, should be noted in order to avoid similar 
discrepancies in the future, and, if necessary, the basis of allocating 
Oncost or the pricing out of materials and wages must be amended. 

The Total Accounts have now fulfilled their function, and can be 
closed off to Cost Ledger Control Account. Completed jobs can also 
be closed off to this account. Under the first method there will then 
remain open only Uncompleted Job Accounts representing work in 
progress (Dr.), and the Cost Ledger Account (Cr.), which should agree; 
under the second methocy^Jncomplctcd Job Accounts are stated onlj^ 
at prime cost. The addi^n of the Oncost Suspense Account gives the 
value of work in progress, and this should agree with the Cost Ledger 
Control Account balance. 

Statistics can be prepared of the cost of completed jobs for com¬ 
parisons and future use. Some authorities prefer to incorporate selling 
prices and profits or losses in the Cost Ledger, opening appropriate 
Control Accounts. In that case, the Control Accounts are closed off 
to a Manufacturing Account, which is reversed as compared with the 
ordinary financial account, so as to show the result of the period's 
manufacture as a whole. There seems little advantage in this method. 
It is a duplication of labour, and the Manufacturing Account should, 
as a general rule, show cost and not be concerned with marketing. 
All the useful infonnation should be tabulated in a more readily access¬ 
ible and comparable manner than is possible in the Cost Ledger, in 
which, perforce, there must be a separate opening for each job. This, 
however, is a ejuestion that must be decided according to personal 
predilections and the special requirements of the particular business. 

By-products. 

In cases where manufacture involves a succession of processes, one 
of the chief accounting difficulties arises in connection with the by¬ 
products of manufacture. In the course of manufacturing the article, 
various substances, liquids, etc., may be produced for which, at least 
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at first, no use can be found; and trouble and expense must be incurred 
in getting rid of them, thus adding to the cost of manufacturing the 
article. This problem was very acute, for example, in the earlier 
history of the manufacture of soap, certain of the by-products polluting 
the atmosphere to such an extent that they had to be buried 
immediately. 

But time and experiment frequently find profitable use for these 
hitherto waste products, and so instead of being an additional expense 
they become marketable products, and reduce the actual cost of the 
main product. In the case of soap-making, already cited, an enter¬ 
prising farmer found that the by-product made good manure. He 
took part of the output, until further experiment having showed that 
it had valuable chemical properties, chemists were found willing to 
pay ten times as much as the farmer for the by-product and to take the 
whole output. Here we liave a by-product of intrinsic v’alue, and, in 
some cases, of greater market value than the main product. It is clear 
that an attempt must be made to allocate costs equitably as between 
the main product and the by-product or products. Both main and 
by-products travel together up to the separation point, and it is the 
apportionment of the expenses up to this point that creates difficulty, 
since expenses incurred subsequent to separation can be attached to 
the particular product concerned. 

In practice, it is found that manufacturers adopt different accounting 
methods for the costing of by-products. Sometimes only sales are 
recorded, and no attempt is made to se})arate the costs, or even to 
estimate them. It is impossible to tell by this method whether 
any profit is made on the by-products. Cl'^ts being unknown, there 
is no basis for fixing selling prices or for formulating manufacturing 
policy. But it must not be overlooked that in some small businesses 
little more than this can be done without incurring undue expense for 
clerical labour. A variation sometimes adopted is to debit the by¬ 
products with all expenses incurred after separation from the main 
product, j)roceeding otherwise in the same way. Under the first 
method no inventories are taken ; under the second no stock sheets are 
prepared. In neither is any record kept of the by-i)roducl until it is 
sold, thus leaving a direct loophole for fraud. 

Where nothing is done to the by-products after they have been 
separated from the main product, it is quite common, especially in 
small businesses, to take a daily inventoiy of the output, to prepare 
stock sheets, and to keep proper account of the movements of the by¬ 
products, crediting any realisations, as adjusted by stocks, to the main 
product, or to the main material entering into its manufacture. Many 
small gas-works, for example, credit the net realisations for unworked 
by-products to Coal Account. No " profit " is taken on such by¬ 
products, the aim being merely to ‘‘ cost " the main product. 

Method of Accounting.— The above loose .'and incomplete methods 
being dismissed, a workable system of separating the costing of main 
and by-products may now be described. As with all costing, the 
principles are fixed, but the application of the principles must be 
adjusted to the needs of the particular business. It has been said that 
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y all costing is approximate." That is a truism which it would be 
idle to attempt to refute. But there is no reason why the approxima¬ 
tion should not be closely true to the actual facts. Under the system 
now suggested—it has been found to work well in practice—arbitrary 
values have to be assigned to the products at the point of separation 
one from the other, since, usually, it is impossible exactly to calculate 
the costs of each product. The points to be considered are: (a) how 
high a degree of accuracy is possible, and (h) the relative value of the 
products. The arbitrary values may be calculated on one of the 
following bases:— 

(1) At current purchasing price for the article in the same state of 
manufacture, or at selling price less approximate profit. 

(2) Where there is a common standard, on the basis of that standard, 
c.g. British Thermal Unit. 

(3) Where the by-product has a market value, according to that 
value, less the profit which would be made if the residual were manu¬ 
factured independently. 

(4) Where none of the above methods is applicable, then by working 
back from the selling price, which is often the only thing in common 
to all the products. For example, where, in the manufacture of a 
solid, there is given off a gas and a liquid, it is usually impracticable to 
apportion on any basis other than price. 

All expenses of material, labour, and oncost up to the point of 
separation of the products are debited to a joint account. Subsequent 
expenses are debited to appropriate accounts for main and by-products. 
From the selling prices must be deducted the estimated profits and 
subsequent expenses, thuFarriving at the basic figures for the purpose 
of apportioning the " joint " expenses. 

The calculation proceeds as follows:— 


Joint Account; Expenses up to the point of separation. 

L 


Material 

500 



Labour .... 

/jOO 



Oncost .... 

Subsequent expenses : 

450 



Main 

First 

Second 


I Product. 

By-Product. By-Product. 


£ 

£ 

£ 

Material 

100 

80 

90 

Labour .... 

120 

70 

85 

Oncost .... 

130 

50 

75 


;f 35 t' 

£200 

£^50 

Selling prices 

2,100 

1,000 

900 

Deduct: 




Estimated l*roht . . . 

50% 1,050 

50% S'W 

33i% 300 


1,050 

500 

600 

Subsequent expenses as above 

350 

200 

250 

Basis of apportionment of Joint Account j^oo 

£300 

£350 
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The cost accounts will therefore appear as follows. 


Pyoci^ss I (Joint). 

Material .... 
Labour .... 

Oncost .... 

500 

400 

450 

£ 

£ 

£ 


;^I .350 * 

700 

300 

350 

Process 2. 

Material, etc. (detailed ab(n e) 


350 

200 

250 

Total Cost 


1.050 

/500 

£'600 


• These bases wcnild also be used for subseqiiei^l apportionments, but would be. retxunpuled from 
time to time. 

It will be observed that no adjustment has been made for selling 
and administrative charges. If these are separately oncosted, they will 
be deducted iit the same time as the estimated profit in arriving at the 
basic figures for apportionment. Where the rate of }>roftt cannot be 
estimated for the main product, the calculations will be made for the 
by-products, their basic costs will be deducted from the joint expenses, 
and the cost of the main product can then easily be arrived at. 

Unrealised Profits Taken in Process Costing. -Where a j^roduct is 
put through several processes, the finished article of one process 
becomes the raw material of the next. It then becomes necessary to 
decide at what price the transfers from process to process shall be made. 
If bare cost is taken, it is obvious that ifttall processes after the first 
it is impossible to ascertain whether it is profitable to manufacture the 
article or not. For this reason it is advisable, from process to process, 
to invoice out at the current wholesale price which would have to be 
paid for an article in a similar state of manufacture, or at a loaded 
price approximating thereto. Particularly is this the case where some 
of the raw material is purchased and not obtained from a prior process. 
An additional advantage derived from this system is that managers 
know only the results of their own department, and not those of the 
cumulative cost as a whole. This method involves a profit (or loss) 
being shown on each process. If a loss, steps must be taken to reduce 
the cost, otherwise it may be advisable to eliminate that particular 
process by selling at the previous process and buying for the subsequent 
one. Where this method is adopted, comparisons are possible with out¬ 
side costs, and commission bases for the remuneration of managers can 
be determined. At stock-taking times, however, adjustments are 
necessary in order to eliminate the unrealised profits included in the 
closing stocks of finished and partly manufactured goods. So far as 
the goods have been sold, the profits have, of course, been realised, but 
a reserve must be built up for the whole of the unrealised profit included 
in the closing stocks; in subsequent years it will be necessary only to 
adjust for the increases or decreases in stock, in exactly similar manner 
to that employed when making a reserve for bad and doubtful debts. 
A simple example of the adjustment for the first year is appended:— 



Labour and Oncost 
Profit (to Profit and Loss 
Account) 
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Dr. 


To Purchase of Kaw ^f:tterials . 1 
Less Closing Slock . . ' 


- 

... 


£ 

5 . 

d. 

(too 

0 

0 

200 

0 

0 

400 

0 

0 

300 

t> 

; ('> 

ICKl 

0 


/;koo 

j 0; 

i “ 


Cr. 


By l*roccss 2 (Wholesale i>ricu). 


£ 

800 


CSoo 


Pkoc:i:ss 2. 




To Process i , 

Less Sttjck 


/: jJ.. 

j 800 1 0 : 0 
j 320 :0 i 0 

' 

By Finished Goods 

■■ 

' 

£ 

960 

s. 

0 

Lalujiir aiKl Onct>st 
,, Ih'ofit (to Profit and Loss 
.Account) 

1 

i 

4 80 ; 0 j 0 
400 loo 

. ! i 

80 i 0 ; 0 


i 

i 

j 


: 1 

' /.960 ; 0 1 0 

„ _ i 

'1 £900 



Dr. 


To Process 2 . 
Less Slock 


PiNisHiu) Goods. 



• L 

<)0<J I o j o 
2.10 0:0 


By Trading Acc ount 




Ck. 

£ ! s.I*/. 

720 j o ! o 


...|- 


C 720 I o I o 
I I 


Dk. 

To Finished Goods . 

„ Apparent Gniss Profit 


1'kading Account. 


Cr. 



! ' i "i 

j 1 is.uL 


i| r. \ s. 


1 720 i 0i0 

By Sales .... 

j| 1,080 |o 


1 3t»0 ! 0 ; 0 


!j_ 

! i 

L e ' I '■ 

i/;i,ObO 10,0 

1... . 1 i 


li/ 1,080 i 0 i 
1 1 


Pkofit and r,oss Account. 


Dr. 


^ ' . .■■■ ■ ■ .-.■ 

.;:jr 


To Reserves for umvaliscd 

1 

£ 

Profits :— 

! 


Process 2 (u) 

1 

40 

Finished Cioods (ft) 

I 

35 


Cr. 


.V. 

d. 



£ 

s. 



Bv Apparent Gross Profit :— 






Finished (Joods 


360 

0 

0 

0 

JVoccss 1 


100 

0 

0 

0 

Process 2 . 

i 

80 

0 


(a) On the materials issued from Process 1 to Process 2 a profit of Jth was 
taken. There is still £3^20 of these goods in stock, on which an unrealised profit 
has been taken. This amounts to J of £^20 — £^o. 

Y 


o a. 
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(b) The Profit taken in Process 2 is 

Therefore the unrealised profit in Finished Goods re I’rocess 


Of the output (at invoice price) of Process 2, I is repre¬ 
sented by output of Process i, on wliich a proftt of Jth 
has been taken, therefore the reserve re Process 1 is 4 th 
of 4 of 240 ........ 15 


155 


In subsequent periods, if the stock in any Process, etc., has increased, the 
reserve must be correspondingly increased. If the stock has decreased this 
means that the profit has been realised, and the reserve can be decreased. 


In the Balance Sheet the Stocks will appear as follows:— 


Finished (h^ods .... 


240 

Less Reserve for unrealised profit 


35 

Raw Materials and Partly Manufactured 
Goods— 


Process i . 

. 

200 

Process 2 . 

■ £3^0 


Less Reserv'e .... 

40 




280 


If the market price should happen to be less in any case, a further reserve will 
be necessary. In practice, work in progress must|i^Iso be adjusted. 


Cost Sheets. 


BREWERY COST SHEET. 


Brewing No. 


Quality 


Quantity. 


Materialis IJswi. 


Malt-- 
British . 
l‘'orei|?n . 

Sugar: Details . 

Hops: Details . 
Preservatives : Details 
Other materials- - 
Details . 

Duty . . , . 

j Less Grains sold 
( Spent hops sold 

I Sundries sold 


Stores 

Bo<»k 

Folio. 


Date 


Price. 




Notes. 


Barrels — 
Brewed 
Racked 


Pnxiuction— 

Barrels at a cost 
of per barrel. 


Note .—After arriving at the cost of production, as shown in this section of the 
account, wages, water, fuel, and overhe^ charges would be added to complete the 
costing. 









Cost Sheets— continued. 

COST OF CONTRACTS IN HAND, DECEMBER 31, 19,. 
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Cost She ets— confin ued, 
IMOTOK-CAKS. 

(-OST OF Chassis. 


Purchase'^ — 

I'inisliecl i’arts 

Stores ..... 

Wages — 

Machine-room 

Founders .... 

Erecting .... 

Sundry ..... 

Works Oncost — 

Rent, Rate.s, etc. 

Fuel, Heating and TJghtiiig 
Salaries and Indirect Wages 
Repairs. Depreciation, etc. 

Office Oncost — 

Oltice Rent, Rates, etc. . 

Salaries .... 

Advertising .... 

Travellers’ Salaries and (\Mutnission 
Discounts and Allowances 

’1*0tal Cost . I 


KXA.MIXATIO.N (.>UliSTlOXS. 

1. Carefully dcline the word " Stores as employed in Costing systems. 
Describe in detail the inetliod of charging out Stores, including raw material and 
finished parts, in Costing systems. Should the Stores Ih; charged out at cost or 
at current market prices ? In the latter case, liow do you proi)0.se to reconcile 
your Stores Account in the Costing System with your Stock Account in your 
hnancial statement? [Tneorpetrated Accountants.) 

2. Chve rulings of any books, or forms, whicJi yon recommend for the record 
of tht' above receipt and issue of stores, and make the necessary entries therein. 
{London Chamber Commoce.) 

3. Select a manufacturing business with which you are familiar, and prepare a 
brief set of rules for the guidance of the slore-ktH‘per. 

Submit rulings of tiuo only of the books or dt>ciinients you recommend. (Char¬ 
tered Accountants.) 

4. Sketch a Re]>ort showing the method that you would advise to slop an 
obvious leakage in the stock of any business with which you may be acquaintetl; 
such method to record the charge to and issue from Stores of Goods purchased. 

5. (iivc a ruling of a ’Materials Abstract Book, suitable for employment in 
cases wliere purchases are made: («) for specilic jobs, (/>) on Capital Account under 
three headings (Plant, Loo-se Tools and Sundries). [Royal Society Arts.) 

6. Give suitable rulings for any three of the following: Order Book; Stores 
Issued Book; Store.s I >elivery Note; Stores Requisition Note; Stores I-cdger 
Account; J.)epartmental Wages Journal; Co.st Ivcclger Account. {Incorporated 
Accountants.) 

7. In charging out of Stores the basis of the pricing of issues is a contentious 
point. Give the relative merits of two methods. (Incorporated Accountants.) 
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8 . Describe three different bases upon which wages are paid in manufacturing 
businesses, and submit a ruling for a weekly time sheet suitable for use in any 
business you may select. (Royal Society Arts.) 

9. In a manufacturing business, where all labour is paid on a time basis, 
describe liow you would : (a) check the time worked by the men, and (f/) deal (for 
Costing purposes) with the wages paid. 

Siibiriit the ruling of tlie time sheet you would issue to the workmen. [Royal 
Society Arts.) 

10. What is meant by a machine-hour rate, and how is it arrived at ? [Jncor- 
porated Accountants.) 

11. A manufacturer wishes to inaugurate a Costing system by means of which 

the Overhead or Oncost expenses may be presented as a percentage on the direct 
labour or on the total labour employed. * 

Discuss the principle involved and criticise the method suggested. (Incorpor¬ 
ated Accountants.) 

12. Briefly describe a manufacturing business with which you are familiar, 
and differentiate between the wages paid for: (a) Direct Labour; (b) Indirect 
Labour ; and (c) Casual Labour, State how you would allocate the several classes 
of labour you define, when pre])aring the Costing records of the undertaking. 
(Chartered Accountants.) 

13. Explain the difference betw'ecn Works Oncost and Office Oncost. Indi¬ 
cate one or more ways in which such costs can be applied. 

14. Give a suitable ruling for a Columnar Cost Ledger, showing liow^ the total 
cost of any work undertaken is arrived at, insert pro forma entries, and state 
what method you adoj)t of allocating indirect charges, and your rca.sons for so 
doing. (Chartered Accountants.) 

15. What are the jirinciples of l*rocess Cost Accounts ? Illustrate your 
answ'er by means of pro forma acctmnts of a manufacturing business to wiiich 
1 ‘rocess C'ost Accounts could apply with advantage. (Chartered A ccountants.) 

16. From the following ^ures taken from the books of the Alpha Manu¬ 
facturing Company show iijfcoiivenient form the Costing results for the tw^o 
years:— 

I St Year : Materials, ^£50,000; Wages, /30,ooo; Indirect Expenses, ;£i 0,000; 
Sales, £q^,ooo. 

ijnd Year: The cost of Materials and Wages had increased by 23%, the 
Indirect Expenses by 5^0, and the Sales by £2^,0^^. 

(Institute of Book-keepers.) 

17. You liave been asked by a manufacturer to devise a system of Cost 
Accounts. Select a manufacturing business and state: (a) The varif>us items of 
expense wliich you w'ould include under the heading “ Oncost " ; (fo) the source 
from w'hicli you would obtain the nc*ces.sary figures upon inaugurating the Costing 
system; (cj the basis upon which you would allocate the Oncost expenses. 
(London Chamber Commerce.) 

18. The weekly wages total of a factory, making sewing-machines, is analysed 

under the following heads: (1) Productive labour, (2) Engine-room. (3) 
Repairs (a) Engine-room Plant, (b) Belts, Pulleys, Shafting; (c) Lighting; 
(f/) Machinery : (c) Buildings. (4) Store-keepers and Factory Clerical. (5) Watch¬ 
man and (biard. (6) Factory, Executive and Supervision. (7) Office— (a) Orders 
and Stores: (b) C'osting; (c) General. (8) Administrative. Select any four of 

these and state how they should be dealt with in the Costs. (Chartered Account¬ 
ants.) 

19. A manufacturer, wiiose business is divided into five departments, each 
situated in a different part of the same building, and each turning out a distinct 
class of article, wishes to ascertain the a]>proximate cost of each type of article 
over a year. 

Detailed records of stores and departmental w'ages bo(iks are kept. 

State on what basis you would apportion the following items appearing in the 
Profit and I.,oss Account, and what additional information (not appearing in 
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the ordinary books of account) would be necessary to enable tliis to be done: 
(a) Carriage inwards; (b) Kent; (c) Machinery Depreciation; (d) Office Salaries; 
(e) Heating and Lighting. (London Chamber Commerce,) 

20 . After charging up wages, material, and certain other expenses to the 
particular works in connection with which such expenditure was incurred, the 
books of a manufacturing company show additional expenditure under the 
following heads:— 

Salaries—Works Engineers and Managers, £5,500; Travellers, £2,^00; 
x\dministrative, £S,ooo. Kates, ^^2,000. Rent, ;£4,ooo. Commission, fares, 
and allowances to travellers, /2,5oo. Carriage outwards, £(>50. Directors’ Fees, 
£1,000. Stationery—Works, £125. Stationery' and Printing—Office, £375. 
Postages and Telegrams, £160. Depreciation- Tffiildings, £500; l*lant and 
Machinery, £950. Fire Insurance, £350. Advertising and Catalogues, £1,250. 
Carriage inwards, £120. 

l^lace each of these items under one of the following charge headings: (a) 
Works; (fc) Selling and Distributing; (c) Administrative; (if) General. 

Of the rates and rent one-eighth is in connection with the Office. [Incorpoy- 
ated Accountanis,) 

21. The 'JTadiiig and Profit and Loss Accounts of tlu* Baxter Trading Com¬ 
pany, Ltd., who deal in gramophones sold at £20 each net, for the year ended 
I December 31, i , are os follows:— 

Tkading Account. 

Jan. I. To Stock 
Dec. 31. ,, Materials 

„ Wages . 

„ (.jross Profit 


Profit and Loss Accoi^nt. 

Dec. 31. d'o General Ex 
] lenses 

„ Depreciation 
,, Directors' Re¬ 
muneration 
„ Net Profit 



2 ,000 

Dec. 31. Bv Sales 

. 15,000 

3.875 ! 

6,ooo 

! „ Stock 

. 1,000 

4.123 



£tI),ooo 


£16,000 



Chapter XVI 


HIRE-PURCHASE ACCOUNTS 

A very large quantity of commodities change hands under what are 
known as “ hire-purchase contracts. These contracts, as well as 
Credit Sales Agreements {i.e. agreements for sale with payment by 
instalments) are subject to the Hire Purchase Act 1938. 

Hire-Purchase. —The essence of the contract is that the goods which 
form its subject remain the property of the “ owner,” but the ” hirer ” 
has the use of them on paying the first of a number of agreed instal¬ 
ments. On payment of the final instalment the legal ownershij) passes 
to the ” hirer ” and the previous " owner ” has no further interest. If 
the hirer fails to complete the agreed payments the owner may recover 
the goods or a fair proportion of them, and the Act contains detailed 
provisions for the protection of the hirer. If the hirer has paid not less 
than one third of the total hire-purchase price, the owner cannot enforce 
recovery of the goods except by obtaining an order from tlie court, and 
the court will determine what is a fair proportion, if any, for the hirer 
to retain. On the other hand, the hirer may if he wishes at any time 
gi\^e notice to terminate the agreement and return the goods, and is 
then liable to pay the amount (if any) by which one-half of the total 
hire-purchase price exceedswhe total of the sums already paid. If the 
goods have been damaged before the hirer returns them in accordance 
with this j)rovision he is liable to pay for such damage. 

hYom the book-keeping point of view, it is important to realise 
that in such a transaction there is no sale, I'he only book debt created 
is a claim for the unpaid instalments, which lapses if the goods are 
returned, or reclaimed, owing to the hire-purchaser's default in paying 
the instalments. The proper treatment to be followed by the hire- 
seller is to ascertain the cost of the goods out on hire, and to deal with 
them as stock. 

This treatment may be simply illustrated as follows:— 
HIRE-PURCHASE TRADING ACCOUNT. 


Three Articles on Hire. Cost, /120. Payable in three annual instalments of 

£20 each article. 

Dr. Cr. 



L 

s. 

d. 


i 

£ 

i s. 

I 

1 d. 

Cost of Articles . 

120 

0 

0 

Cash, I'irsl Years' In- 




Balance, bcinp Gross 




stalments 

60 

0 

0 

Profit 

20 

0 

0 

Value of Stock, i.e. 








Cost, £\2o, less £40, 








to reduce value to 








cost price 

80 

0 

0 


;£i 40 

0 

0 



0 

0 
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The hire-purchaser's position is that he is acquiring an asset at 
a total cost in excess of the cash-down price. Moreover, the asset is 
not his legal property until all the instalments have been paid. How 
is he to treat the instalments in his books ? Assuming that it is his 
intention to complete the agreement, he is justilied in charging the 
asset account, headed, e.g. by some such caption as Motor Lorries 
in Course of Hire-Purchase/* with the casli-down price, and treating 
the balance as cost of hire or as interest. However, since the assets 
are not the legal property of the hire-purchaser the Balance Sheet must 
be so worded as to indicate the fact, c.g. Motor W^hicles in course of 
acquisition under Hire Purchase Contracts ** showing the full cash 
price as “ Cost.** Depreciation must, of course, be ]:)rovided, and will 
be treated exactly as though the assets in question had been paid for 
in the ordinary way. On the other hand, the (present value of) unpaid 
instalments would be included among the Current Liabilities. 

Payment-by-instalment Method.—A contract of sale on the instal¬ 
ment-payment system is an out-and-out sale under agreement that 
the purchase ])nce shall he discharged by a definite number of payments 
made at definite dates. Possession and legal ownership of the goods 
pass to the purchaser immediately he signs the agreement and 
pays the first instalment. The vendor has, then, no rights ov^er the 
goods, but he can, of course, sue the purchaser for any instalment that 
he may fail to pay. Thus, from the vendor’s point of vie^w, the trans¬ 
action is a conversion of stock into a book debt payable by instalments; 
from the purchaser’s jioint of view it is C?e acquirement of an asset, 
the purchase price of which is a debt dhe from him. Here, again, 
whether the debt is paid or not. the asset will depreciate. 

Analysis of the Purchase Price.— It is clear that the price to be 
paid for the goods under cither of the above systems of purchase is 
greater than the cash-down price. The price may be said to comprise 
three elements: (a) the cash-down price, plus (h) interest on the 
unpaid portion of that price, plus (c) an addition, or loading to cover 
the risk of default. Although, in the case of hire-purciiase, the vendor 
is in theory secured by being able to recover at least a fair porportion 
of the goods if the hirer defaults, yet there is always the risk of loss 
by damage or fraud. In any case, .should default be made, the 
goods will be second-hand, even if they are not actually damaged, 
and so of less value than they were at the time of transfer. It follows, 
therefore, that the whole ]jin‘-purchase, or deferred-payment, price 
cannot be credited by the vendor to his Trading Account; and that 
from the purchaser's standpoint the periodical payments which he is 
under obligation to make comprise both capital and revenue items. 

Treatment in Books of Account. 

Seller's Books. .Broadly speaking, the seller regards the trans¬ 

action as a cash sale. He adds to the cash price interest, at a rate 
considerably higher than what would be obtained by the investment 
of money in sound securities, in order to cover possible losses by 



HIRE-PURCHASE ACCOUNTS 673 

default, and be divides this composite price by the agreed number of 
instalments. He then treats the sale as a sale for deferred payments 
by equal instalments. Provided that his loading for risk—the excess 
interest added to the cash price—is sufficient, there is little danger 
in this method. In order to reduce the volume of book-keeping 
entries in this sort of transaction certain methods have been adopted, 
and, accordingl3^ three typical sets of circumstances are dealt with 
below, and the system applicable to each is described. 

The details of the various agreements met with in practice will, 
of course, vary considerabty. For example, it is usual for the first 
instalment to be paid on signing the agreement. This practice reduces 
the unpaid balance of the cash^down price on which interest is calcu¬ 
lated. Again, the instalments may be determined by dividing the 
cash-down price by the agreed number of instalments, and adding to 
each interest on the outstanding balance. If that is done, the instal¬ 
ments will not be equal, but will gradually decrease. Such induce¬ 
ments to purchase as “ free insurance,'' " service after purchiise," or an 
option to terminate the agreement at will and return a portion of the 
goods, etc., will need consideration in deciding the precise form of 
treatment to adopt in a particular case. Still the general principles will 
remain the same. 

(i) Where goods sold on hire-purchase are of considerable value, 
and the number of transactions is small, e.g. Railway Wagons or Motor 
Lorries, 

Here the transaction is dealt with as an ordinary sale, the balance of 
the hire-i)urchase price KtPng treated as interest and credited proportion- 
atelj' to the periods mentioned in the agreement. I'hus the whole of 
the gross profit on the sale is credited to the Trading Account for the 
period when the sale was effected. This method assumes that the 
transaction is an ordinary^ sale with payment by instalments at interest; 
and in so far as losses are probable through default, provisions against 
sucli losses must be made. The balance of the personiil account 
of the purchaser will appear on the asset side of the Balance Sheet as 
** Goods out on Hire-purchase," any provision being deducted there¬ 
from. (See Illustration i.) 

(ii) Where goods sold on hire-purchase are of small value, the sales 
considerable, and the periods of the agreements vary, e.g. in the Furnishing 
trade. 

Only memorandum records are kept of the personal aspect of 
the transactions. I hc goods arc treated as stock and valued at each 
balancing date at a proportion of the cost of the goods equivalent to 
the proportion of the total instalments remaining unpaid. In other 
words, each instalment is considered as being composed of similar 
fractions of: {a) cost, and (f^) gross profit and interest. A Hire- 
purchase Sales Day Book is ruled with suitable columns for informa¬ 
tion as to: (i) number of instalments; (2) interval between each 
instalment, e.g. week, month, or quarter; {3) total of instalments 
(the hire-purchase price); and (4) cost price. The equivalent cash 
selling price is ignored. A memorandum Hire-purchasers' Ledger 
is opened, each account being headed with full details as recorded in 
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the Day Book. The memorandum personal account is debited with the 
full hire-purchase price, and credited periodically from the Cash Book 
with the instalments paid. These detail entries are memoranda only. 
The double-entry is put through in periodical totals. The total of 
the cost-price column of the Hire-purchase Sales Day Book is debited 
to Stock out on Hire-purchase Account,*' and credited to Hire- 
Purchase Sales Account, and thence to the Trading Account. The total 
cash received on account of instalments is periodically posted to the 
credit of “ Stock out on Hire-]:)urchasc Account." At balancing dates, 
this stock is valued by going through the Hire-purchaser’s Ledger 
and valuing each account according to the following formula:— 
Number of instalments still due x Cost price 
Total number of instalments payable 

The total stock is then inserted on the credit side of the Stock 
out on Hire-purchase Account, and carritid down as a debit balance 
to the next period. The difference on this account then shows the 
profit or loss to be transferred to the Trading Account of the busine.ss 
in the ordinary way. (See Illustration 2.) 

(iii) Where goods are sold on hire-purchase, the period being fixed 
and the transactions considerable, e.g. a billiard-table manufacturer 
selling tables on monthly instalments ooer three years. 

The cash-price method explained in (i) is adopted with this variation, 
that the interest instead of being apportioned on the facts of each 
agreement is treated in total, this being possible owing to the period 
of each agreement being fixed. Thus, assur^/^ lliat all goods are sold 
on three-year agreements, the instalments oeing payable quarterly. 
Then, if the loading for interest and risk, is the interest applic¬ 
able to each of the three years is: ist year, 52*63%; 2nd year, 
33 ’^ 3 % ; 3rd year, 13*54% of the total interest.* Most agreements 

♦ The proportions of the total interest {i.e. the difference between the hire- 
purchase price and the cash-sale price) applicable to each year will vary with the 
rate per cent., the interval between the payments, and the total period of the 
agreement. But as all agreements are standardised, whatever the amount of the 
instalment may be, the interest included in any one instalment will always bear 
the same ratio to the interest included in any other instalment. Thus, if a typical 
example is taken, say a quarterly payment of £jo for three years, the ** present 
w'orth ” — the cash sale price is £10^ 155. The total hire purchase price is £120, 
and thus the total interest is ;£i4 55, It will be found that ^7 105. of this, or 52-63% 
of the total interest, is applicable to the first year, tlius;— 


Balance at 
beginning of 
quarter. 

Interest thereon 
at 8 % p.a. 

i j 

1 Total. 

1 _ _ 

Quarterly 

1 instalment. 

Balance. 

i 

i s- 

a. 


A'. 

d. 

r 

£ 

A. 

d. 


s. 

d. 

£ 

s. d. 

105 15 

0 

2 

2 

3 

107 

17 

3 1 

10 

0 

0 

97 

17 3 

97 I? 

3 

I 

19 

2 

99 

16 

5 

10 

0 

0 

89 

19 5 

Kq lO 

5 

I 

15 

11 

01 

1 2 

4 

10 

0 

0 

81 

12 4 

81 12 

4 

I 

12 

8 

^3 

.5 

0 

10 

0 

0 

73 

5 0 



1 

TO 

0 










The second year*s interest will be found to be £4 i6s. 5<i., or 33*83%, and 
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will extend over four years, since they are not all entered into on the 
first day of the business year. The interest is then approximated by 
taking credit only for one-half of the first year's interest in that year, 
then, in the second year, the other half of the first year's interest 
plus half of the second year's interest, and so on. The interest would 
be apportioned in the above example, as follows:— 


First year 
Second year 
I'hird year 
Fourth year 


2 f>- 3 % 

(26 3 -f T.6 0) .43*^% 

(jh-0 0 - 8 ) -- ^^■7% 

6 - 8 % 


100 - 0 % 


The Hire-Purchase Day Book is ruled to provide details of the 
various agreements and, in addition, three money columns for: (a) 
Cash Price, (i) Interest, (c) Total. Column (c) is debited to the indi¬ 
vidual personal accounts in the Hire-purchasers’ Ledger, and these 
accounts are credited with the cash instalments as paid. Periodically, 
the totals of the Hire-purchase Day Book arc posted: (a) to the credit 
of Hire-purchase Sales Account (and thence to the Trading Account); 
(b) to the credit of a Hire-purchase Interest Suspense Account for 
the period; and (c) the total, to the debit of a Hire-purchasers' 
Ledger Total Account. The latter account is credited periodically 
from the Cash Book with the total instalments received, and is operated 
in the same manner as a Total Debtors’ Account. Each year the due 
percentage of each of th«|Jnterest suspense accounts is credited to 
Profit and Loss Account, ihere wall, at any time, be several suspense 
accounts open; for example, if the agreements are for three years, 
there will be three suspense accounts open, and each Profit and Loss 
Account will receive benefit from four different suspense accounts. 
In the Balance Sheet, the total credit balances on the interest suspense 
accounts are deducted from the debit balance on the Hire-purchasers' 
Ledger Total Account, and the net figure shown as " Stock in Hands 
of Customers on Hire-purcha.se Agreements." (See Illustration 3.) 

Illustration i.—The Sunlight Motor Company during the year 1932 sells 
the following on hire-purchase:— 

(a) To the A. B. Carriage Company, one Lorry, cash selling price £^00^ 
payable by five yearly instalments of £11^ 9s. 9(f. (Interest taken at 5%). 
Date of agreement, January i, 1932. 

(h) To the H. F. Meat Company, two Lorries, cash selling price £99^ 8s., 
payable by twelve half-yearly instalments of ;tioo (Interest taken at 6% 
with half-yearly rests). Date of agreement, June i. 1932. 

Show the personal accounts of the purchasers in the books of the Sunlight 
Motor Company up to December 31, 1933, and the entry in the Balance Sheet 
at that date, no loss on either agreement being anticipated. 


the third year's interest £1 i8s. jd., or 13-54%. This calculation will, of course, 
have to be made only once, i,e. when the exact terms of the standard 
agreement are decided upon. A fresh calculation would be necessary only if 
the rate per cent., or the frequency, or the number of the instalments is varied. 
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Sunlight Motor Company. 

BALANCE SHEET, DECEMBER 31, 1933. 

(Assets Side.) 

Lorries in hands of customers on Hire-Purchase 

agreements ...... ^1,093 2 3 


GENERAL LEDGER. 


The A. B. Carriage Company. 

Da/e: : January i. 1932, Sale of 1 J»rry. 
Awomi} : £^77 S5. tW. 

Payable by : 5 Yearly histalwents of £115 9 j*‘. <)d. 
Commencing : December 31, 1932. 

Cash Value : £500. 
hiiert'si : At 5%. 


1932. 

To 


£ 


d. 

1932- 


1 

i £ 

s. 

d. 

Jan. 1 

Hire-purchase Sales . 




Dec. 3T 

By Cash, 1st instalment 

115 

9 

9 


.Account (Cash Sell- ; 
ing Price) . • 

500 

0 

0 

.. 

,, iialaiic'.e carried down . 

409 

10 



Dw. 31 

.. 

Intci-cst Account (5^0 










for 1 year) . , : 


0 

0 








i 

£ 5-^5 

0 

0 



£.*525 

0 

0 

» 933 - 


'i 




1931- i 





Jail. 1 

To 

Halance brought <hwn j 

409 

1 

1 ^ 

Dec. HI 

By Cash, 2nd instalment 

Xl.*) 

9 

9 

Dec. 31 

* ff 

Interest .Account (5% J 

1 

1 

M 31! 

1 

»> ^i^alatice ratried down . 

314 

TO 

0 

1 

i 

for I year) . . J 

20 j 

i 9 ! 

! 





; 

! "! 

[£•129 ! 

i 19 j 

1 9 

1 

i 

1 


i £429 

I _9 

9 

103 »• 
Jan. 1 

To 

1 

HaJaiicc brought clown | 

ii 

3 ... 

i 1 

1 TO 1 

i 

1 


i 

1 

1 1 
1 1 

1 


Dr. 


Hire-purchase Interest Account. 


Cr. 


! 

1932. 1 
Dec, 31 

: To P’rofit and T-oss 
count 

Ac-; 

1 

£ 

54 

s. 

1 

17: 

d. 

3 

1932. 
Dec. 3T 

.. 31 

By A. H. Carriage Co. 
„ H, F. Meat Co. . 



;i 

£-‘54 

171 

3 



1933 - 
Dec. 33 

j To Profit and Loss 
r.tJiint 

Ac- ! 
. 1 

1 

73 

16 

6 

1933- 
June 30 
Dec. 31 

M 31 

By H. F. Meal Co. . 
„ H. F. Meat Co. . 
„ A. B. Carriage Co. 



j 

£73 

x6 

6 




! 

ji 25 

;! 2y 

'! £54 


27 

25 

20 


£73 


s. 

o 

17 


17 


d. 

o 

3 

3 


15 

11 

9 


16 6 


The H, F. Meat Company. 

Date : June t, 1932. Sales of 2 Lorries. 
Amount : £1,100, 

Payable by : 12 Half-yearly Instalments of £100. 
Commencing : December 31, 1932. 

Cash Value : £gg5 8s. 

Interest: At 6% (half-yearly rests). 


[continued on next page 
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June 1 To Hire-purchase Sales 

(Cash Selling Price) . 995 8 o| ,, 31 Balance curried down 

Dec. 3X „ Interest Account (6% 

for 6 months) . . 29 17 3 

£>.025 5 3 


£ U-id.l 1932. i 


I 3 ec. 31 By Cash, ist instalment 


Jan. 1 To Balance brought down , 925 5! 3! June 30 1 By Cash, 2nd instalmerit 

June 30 ,, Interest Account (6% j I | | »» 30 j «. Balance carried down 

for 6 months) . 


i ^ i 

>933. i I i 1933- • 

July t To Balance broiight tlowii ; 853 ' o; 5 iXcc. 31 ‘ By Cash, 3rd instalment 


Dec. 31 ,, Interest Account (6% || 

for 6 mouths) . . 


31 ! „ Balance curried dowTi 


£8781121 31 


i ‘ 1 I 

Jan. 1 j To Balance brought down i 778 3 j ; 

Hire-Purchase Sales Account. 


100 

925 

5. 

0 

5 

£1,025 

5 

100 

853 

0 

0 

£953 

1 0 

100! 
778; 

0 

12 

4878' 

12 


1932. : 

Dec, 31 I To Trading Acc<.»unt 


£ . 5. <f.| 1932. 

. i' 1.495 ; ^ o| Jan. t 


!!£L 495 | » 


By A. 13 . Carriage Co. 
„ H. F. Meat Co. 


:i £ ; 5 .!rf. 

;; 5001 o| O 

!; ^'-^5 i »! o 

1,41,495 i 8 ; o 


Illustration 2.—The f( 4 |pwing are the entries in the Hire-purchase Day 
Book of the Ford Furnishmg Company, who inaugurated a system of “ easy 
payments " on July i, 1932. Show the personal account of A. Black in the 
Hire-purchasers' Memorandum Ledger, and tlie Stock out on Hire-purchase 
Account in the General Ledger on December 31, 1932, assuming all instalments 
were received as and w'hen due. 


HTRE-PITRCHASE DAY BOOK. 


Agree- 
Date. mcfit 




Aug. 10 
Sept. 15 
Oct. X 
Nov. 30 
Dec. 7 


A. Black, 10, Lime Avenue, S.E. 

Bedroom Suite, 12 monthly instalments of 42 
rcnnmciiciiig July I. .... 

K. Wright, Deefxienc, Purley. 

4 quarterly instalments of £13 commencing 
August TO. 

M. T>Ton, 14, The Drive, Wanstead. 

24 monthly instalments of £3 commencing 
September 15 

B. Fore, Raliere, Dorking, 

6 monthly instalments of 410 commencing 
October i . 

W. Seed, 91, High Street, W. 

8 quarterly instalments of £15 commencing 
November 30 ..... 

B. Smith, 14, Sunray Avenue, N. 

52 weekly instalments of £i los. commencing 
December 7 . . . . . ! 


Total 
iiistal- I 
ments. 1 


i Cost 
price. 


£ 

S. ' d. 

j 


£ 

s. 

d. 

24 

0,0 

i 

I 

»4 

0 

0 

52 

0 0 

3 

30 

0 

0 

72 

0 0 

5 

48 

0 

0 

60 : 

j 

'o„ 

7 

1 40 

! 

0 

0 

120 

! 

0:0 

1 

9 

i 

0 

0 

78 

1 

0 [ 0 

II 

i 

1 

0 

0 

£406 

010 ^ 

i 1 


! £254 

0! 

1 

! 0 














678 HIGHER BOOK-KEEPING AND ACCOUNTS 

HIRE-PURCHASERS’ MEMORANDUM LEDGER. 


Name of Hire-Purchaser : A. Black. 

Address : lo, Lime Avenue, S.E. 

Agreement Number : i. 

Date : July i, 1932. 

Articles : Bedroom Suite. 

Cost Price : /14. 

Instalments : 12, monthly, each July i and thereafter 
Total Instalments : ^{24. 


Dr. Cr, 


1932. 

D. B. i 

i 


d. 

* 93 ^- 



C. B. 

i L 

S. 

d. 

July 1 

To Total instalments ! 1 

24 

0 

0 

July 1 

Bv Cash 


15 

2 

0 

0 






Aug. 1 

„ Cash 


17 

2 

0 

0 


! •! 




Sept. 1 

,, Cash 


19 

2 

0 

0 






Oct. I 

„ Cash 


22 

2 

0 

0 






Nov. I 

„ Cash 


24 

2 

0 

0 


i ;i 




Dec. I 

„ Cash 


27 

2 

0 

0 






» 31 

,, Balance 

canied 








! 



down . 


: v/ 

1 12 i 

1 0 j 

0 

1 


" ; i‘ 


’ 0 

' 0 

i 



i 


0 

i 

1 0 

1033 - i 

i 










Jan. I i 

To Balance brought ! ! 




i 







1 

! 

down . . ; V |! 

12 

0 

0 



i 

.._! 

_ 




GENERAL LEDGEif’^; 

Stock out on Hire-purchase. 


Dr. Cr. 


1932. 


l| 

il 1 


d. 

1932- 

j 

L 

s. 

d. 

Dec. 31 

To Cost of Stock sent out 


1 


Dec. 31 

By Cash (Instalments re- 




under Hire-purchase 

1 



ceived from Hire-pur- 





Agreements during 





chasers during the year) 

ZOl 

0 

0 


the year (as per j| 

j 


» 31 

,, Value of St(>ck out on 





Hire-purchase Sales 

Day Book) . . jl 254 

„ Profit and Loss Ac- '! 



hire-purchase at end of 




» 31 

; ^ 

0 


year (see schedule) 

I9I 

3 

X 

count (proht on hire- 
purchase business 
for the year) . 

!; 1 

1 38 

i 3 

I 










£292 1 

iTj 

: I 



^292 

3 

' 1 

,* 933 - 
Jan. z 

To Value of stock out on 









1 hire-ptirchasp at this 

date 

IQI 


I 








Dr. 


Hire-purchase Sales. 


Cr. 


1932. 

ii i 

s.\d. 

1932. 


1 . 

1 ^ 

s. 

Dec. 31 

To Trading Account . 1! 234 

il 1 

0 1 0 

Dec. 31 

By Stock out on Hire-Pur¬ 




i 

chase Account 

I 254 
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VALUATION OF HIRE-PURCHASE STOCK AT 
DECEMBER 31, 1932. 


Hire-purchase 

ledger 

folio. 

Total 
number of 
instalments. 

Number 

paid. 

Number 

unpaid. 

1 

Cost. 


Proportion 
of cost. 

Value of 
stock. 





£ 

s. 

d. 


£ 

s. 

d. 

I 

12 

6 

6 

14 

0 

0 

6/12 

7 

0 

i ^ 

2 

4 

2 

2 

30 

0 

0 

2/4 


0 

1 0 

3 

24 

4 

20 

48 

0 

0 

20/24 

40 

0 

0 

4 

6 

3 

3 

40 

0 

0 

3/6 

20 

0 

0 

5 

8 

I 

7 

72 1 

0 

0 

7/8 

63 

0 

0 

6 

52 I 

4 

48 

50 

0 

0 

48/52 

46 

3 

I 


106 

20 

86 



r 


£191 

3 I 

1 

X 


If goods are returned and the agreement is cancelled, the cost price un¬ 
paid must be credited to Stock out on Hire-purchase Account, and debited 
to Hire-purchase Returns Account, the goods being taken into general stock 
at a valuation, and any balance being written off. For example, if A. Black, 
makes no further payments and the goods are seized. Slock out on Hire- 
purchase Account will be credited with £7 and Hire-purchase Returns Account 
debited. If the goods returned are worth only ^4, Trading Account will be 
del)ited with ; I’rofit and Loss Account be debited with the loss of ; and 
Hire-purchase I^eturns Account be credited with 

Illustration 3.—The Fibre Gramophone Company manufactures a number 
of instruments ranging in price from to 100 guineas. These are sold for 
cash or on the hire-purcliase system. The hire-purchase price is based on the 
ca.sh soiling price, to which interest is added at 8% per annum, with quarterly 
rests. The hire-purchase agreements provide that the total hire-purchase 
price shall be payable by t'^lve equal quarterly instalments, the first being due 
three months after the datyof the agreement. The interest is treated in total 
in the company’s books, being spread over four years (the year in which the 
agreement is signed and the three following years) in the proportions: 26-3% ; 
43*2% ; 23-7% : and 6-8% respectively. 

The following arc details of the hire-purchase transactions for the year to 
December 31, 1932 :— 

I s. d. 

Total hire-purchase agreements elfecfcd during the yc^ar . . - 12,000 o o 

('riiis .sum is made iqj of Ca.sh selling price, £10.575 -f 

Intere.st 

Cash instalments received during the year . . . . -== 7,200 o o 

Hire-purchasers’ Ledger Total .‘Xccount (Debit balance), 

January i, 1032 . . . - • . . • 10,700 o o 

Interest Suspense-Account, 1929 (Credit balance), January T, 1932 9 13 10 

Interest Suspense Account, T930 (Credit balance), January i, 1932 - 217 6 3 

Interest Su.spense Account, 1931 (Creditbalance), January 1 , 1932 787 13 5 

Show the appropriate accounts in the books of the Fibre Gramophone 
Company for the year ended December 31, 1932. 

HIRE-PURCHASE INTEREST SUSPENSE ACCOUNT, 1929. 

Total, £142 105 . Chargeable: 1929, 26-3%, ^37 95. 6d.; 1930. 43*2%, 

£61 115 . 2d.: 1931. 23-7%, £ss 155. 6d.: 1932, 6-8%, £9 13 lod. 

Dr. Cr. 



£ 

s. 

d. 

1932* 




i ^ 

s. 

d. 

To Profit and Loss Account 

9 

13 

JO 

Jan. I 

By 

Balance 

ward 

brought for- 

1» 

13 

10 


1932. 

Dec. 31 
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HIRE-PURCHASE INTEREST SUSPENSE ACCOUNT, 1930. 

Total, £ji2 105 , Chargeable: 1930. 26*3%, /187 75. gd.', 1931. 43 -%. 
ly'tj 165.; 1932, 23-7%, 175. 2,d.‘, 1933. 6*8%, 95. 


Dr. Ck. 


1932. 
Dec. 31 

.. 31 

To Profit and Loss Account 
„ Balance carried down 

i £ 1 

; 168 ■17: 3 

! 4 *^ ! 9; 0 

» 932 . 
Jan. I 

By Balance brought for¬ 
ward 

£ 

217 

! s.| d. 

!v 



I_£^^l 3 



i_£fJ 7 _ 

! 6l 3 

i 

i 

' 1 

1: 

>1 1 

1933 - 
Jan. 1 

i By Balance brought down . 

i 

; 48 

V 


HIRE-PURCHASE INTEREST SUSPENSE ACCOUNT, 1931. 

Total, ;£i,o68 155. Chargeable: 1931, £281 is. jil.\ 1932, 43'2% 

145.; 1933, 237%, £253 55. iid. \ 1934, 6*8%, lj2 13s. hd. 


Dr. 


1933. i !' 6’ ' «•: 

Dec. 31 i To Profit aiui Loss Account 1 : 4O1 14. o 
„ 31 i ,, Balance carried down 335 .10 5 

I i; <C787 _|i3^5 


1932. i 

Jau. I , By Balance brought for 
ward 


1933. 

Jan. 1 


By Balance brought down . 




Cr. 

I 7«7 '.13: 5 

|i 11^5 

■' I i 

325 .19, 5 


HIRE-PURCHASE INTEREST SUSPENSE ACCOUNT, 1932. 

Total, £1,425- Chargeable: 1932, 26-3%, ;^374 155. Gd. ', 1933. 43 2%, 
£615 125 .; 1934. 23*7%, ;£337 i 4 -^- ; 1935 . 6*8%, £<)(> 185. 


Dr. 


1932- 
Dec. 31 


To Profit and Loss Ac- 
, count . - 374 ;*5| 

31 j „ Balance carried down 1,050; 4! 


I £1. 4251 o «| 


» 932 - i i! 

Dec. 31 : By Hire-purchasers’ Ledger ; 

Total Account . . i' 


Ck. 


£ 

>,425 1 o| 


!• £1,425; O O 


1933 


Jan. 1 I By Balance brought down . i| 1,050! 4! 6 


HIRE-PURCHASE SALES ACCOUNT. 


Dr. 


Cr. 



£ 

X. 

d. 

' 

1932. 


£ 

5 . 

d 

To Trading Account 

! 

* 0,575 

f) 

0 

Dec. 31 

By Hire-purchasers’ Ledger 






._J 

Total Account 

i 0.5 75 

0 

0 
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HIRK-PUKCHASERS* LEDGER TOTAL ACCOUNT. 


Dr. 




Cr 


1932. 

1 

L 

: Ij 

* 932 - j! £ 

5. 

d. 

Jau. I 

'lo Balance brought for- ! 

i 1 

Dec. 31 By Cash instalments re- j| 




waitl , . j 

io,7ot^: 0 0 

ccivccl . . . j 7,200 

0 

0 

Dec. 31 

,, Hire-purchase Sales for | 

i 1 

„ 31 ,, Balance carried down . H 15,500 

0 

0 


year . . . j 

12,000 ; 0| 0 

il_ 

1 ! 



1; 

, 1 

£22,700 0 0 

i !'£22,7CKI ! 

0 

' 0 

1933. 


! : ! 

i 'l 


1 

]aiJ. 1 ; 

i 

! To Balance broiif^ht down. ;! 

Ii 

! 15,500 [ Oj 0 

__ il 

j 

L 


PROFIT AND LOSS ACCOUNT, 1932. 

Dr. Cr. 


J 932- 
Dec. 31 

By Hire-purchase Interest, I 

£ .-1 i- 

i 


ig2f> 

9 13.10 


,, Hire purchase Interest, 

, i 

; 168 ;I7; 3 


1030 

M 31 i 

' „ Hire-purchase Interest, ; 

i i ' 

1 

1931 . . . : 

1 461 ;i4j 0 

.. 31 ' 

,, Hire purchase Interest, : 

; 


*932 

374 il 5 i 6 


£1,015 ; O, 7 


The Fibre Gramophone Com^^ny. 

B.\LANCE SHEET, DECEMBER 31, 1932 
(Assets Side.) 

Stock in hands of customers on Hire-purchase Agreements 


Xotr .—This tif;urc is arrived at as follows 

£ 5. d. 

1 lire-piirchasers’ Ledger Total Account (Debit balance) . . 15,500 o o 

lu’ss Credit balances on Hire-purchase Interest Suspense 
Accounts: -- £ s, d. 

I93«. .pS 9 o 

1931 .325 19 5 

1932 ...... 1,050 4 6 

- 1.424 12 11 

ZM.075 7 I 

Illustration 4. -The A. B. Carriage Company purchased on January i, 
1932, from the Sunlight Motor Company one lorry on a hire-purchase agree¬ 
ment providing for the payment of five yearly instalments of ^115 9s. 9d. each. 
The Sunlight Motor Companv charges interest at 5%. Reference to an annuity 
table gives the present value of an annuity oi £i for five years at 5% as 
4*329477. Depreciation is to be written off at 10% per annum. Show the 
accounts in the books of the Carriage Company. 

(The cash value of the motor is 115*398 x 4*329477 — £500.) 


i d- 
14.075 7 1 
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The A. B. Carriage Company. 

JOURNAL. ^ 


195 ^. 
Dec. 31 

1 Motor Lorry (Hire-Purchase Account) . . Dr. 

Hire Account (5% on £500).Dr. 

To Sunlight Motor Co. 

Being first instalment payable under Hire-Purcha.se agree¬ 
ment dated January i, 193a, providing for 5 yearly instal¬ 
ments of £115 95. 9d. commencing December 31, 1932. 
Cash price £500; interest taken at 5%. 

1 ^ 

90 

, 

Ovo 

1933. 

Dec. 31 

Motor Lorry ....... 

Hire Account (5% on £409 10s. 3d.) 

To Sunlight Motor Co. . . . . . 

Dr. 

Dr. 

95 

20 

0 

9 

1934 - 
I>ec. 31 

Motor I.<irry ....... 

Hire Account (5% on £314 10.?. od.) 

To Sunlight Motor Co. . . . . . 

Dr. 

Dr. 

99 

15 

15 

14 

1935 * 



] 


Dec. 31 

Motor Lorry ....... 

Dr. 

104 1 

15 


Hire Account (5% on £214 14a!. 9d.) 

To Sunlight Motor Co. . . . . . 

Dr. 

.0 1 

i 

M 

1936 - 



i 


Dec. 31 

Motor Lorry ....... 

Dr. 

109 j 

19 


Hire Account (5% on £109 195. gJ.) 

To Sunlight Slotor Co. . . . . . 

1 

Dr. 

iJ! 

10 


Cr. 



”5 9 9 


115 I 9 9 


115 i 9 9 


115 9 9 


115 I 9 9 


Dr. 


MOTOK LORRY. HIRE-PURCHASE ACCOUNT. 


1932. 


1 £ j -s. 

d. 

Dec. 31 

To Motor Co. . 

9019 

9 

1933 - 
Dec. 31 

„ Motor Co. . 

i ! 1 

! 95 ! 0. 

3 

1934 - 
Dec. 31 

„ Motor Co. , 

I 99 ii 5 ’ 

3 

1935- 

Dcc. 31 

„ Motor Co. . 

, 1 

! 104 115; 

0 

19.36. i 


! ' i 


Dec. 31 1 

„ Motor Co. . . . 1 

. 109 >19 

9 



i £500 ’ 0: 

0 

1937. i 


! '• ' 


Jan. I ! 

To Balance brought down . ' 

' "lOfl 

i 1 

0 


1936. i 

D<k:. 31 ; carrjml down 

I t'- 


Ck. 

£ \s.\d. 

:>oo. o, 


£500 i o o 


MOTOR LORRY. ACCUMULATED DEPRECIATION. 


Dr. 


Cr. 


i’ 

I! 

l! 

1; 

i, 

i! 

i| 


£ 


1: 


J. 

d. 

1932 - 


1 £ 

5 . 

d. 



r>ec. 31 

By Pri:)fit and l.oss Account 

1 






( 10 % on £ 5 iK)) . 

1 50 

0 

0 



1933 - 







Dec. 31 

„ Profit and Loss Account 







(xo% on £ 450 ) . 

45 

0 

0 



1934 - 
Dec. 31 

„ Profit and I-oss Account 







( 10 % on £ 405 ) . 

40 

10 

0 

1 

1 


1935 - 
Dec. 31 ! 

1 „ Profit and Loss Account 




i 

i 

1 


( 10 % on £364 I os. od.) 

36 

9 

0 


i 

1936 . 
Dec. 31 

„ Profit and I-oss Account 







(jo% on £328 IS. od.). 

32 

x6 

I 

1 ' 


1 

i 

i 

£204 


X 
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SUNLIGHT MOTOR COMPANY (HIRE-PURCHASE ACCOUNT). 


Dr. Cr. 


1931. 


£ 

s. 

d. 

1932 - 

£ 

1 

S.! 

d. 

Dec. 31 

To Cash .... 

115 

9 

9 

Dec. 31 1 By Sundries 

115 

9 | 

9 


(And so on for five years.) 


Note .—The above treatment involves two assumptions, viz. (i) that 
depreciation is provided on the " diminishing balance system/' and (2) that 
depreciation is being accumulated in a separate account. As mentioned in an 
earlier chapter this method is now advocated universally, because of the 
assistance it provides in compiling the figures required by the Companies Act, 
1948. Where assets under hire-purchase contracts are in question it is doubly 
advisable, since if the depreciation were credited to the Asset Account year by 
year this account would become very confusing. 

Illusitation 5.—The H. F. Meat Company purchases two Motor Lorries 
from the Sunlight Motor Company on a hire-purchase agreement dated 
July I, 1932, providing for twelve half-yearly instalments of ;fioo, commencing 
December 31, 1932. The cash purchase price of the lorries is £995 85.. interest' 
being computed at 6%, with half-yearly rests. 

Show the accounts of the H. F. Meat Company up to December 31, 1933, 
and the entries in the Balance Sheet as at that date. Write off depreciation at 
10% per annum. 


The H. F. Meat Company* 


JOURNAL. 




Motor Lorries (Hire-purchase Account) . . . Dr, 

To Sunlight Motor Co. ...... 

Being present worth of 12 half-yearly instalments of £i(X) 
coriimencing Dec.ember 31, 1932, payable under agree¬ 
ment dated July 1, 193a. Interest'at 6% with half- 
yearly rests. 


ii 


ii 


;j 


Dr. Cr. 


L \ »■ 

d. 

1 £ 

s. 

995 1 8 

I 

1 

i 

_! 

0 

. 

1 995 

i 

8 


SUNLIGHT MOTOR COMPANY (HIRE-PURCHASE ACCOUNT). 


Dr. Cr. 


1932. 


£ 

5 . 

d. 

1932. 


£ 

s. 

d. 

Dec. 31 

To Cash .... 

100 

0! 0 

July 1 

By Motor l^orries Account 

995 

fi 

0 

M 31 

„ Balance carried down . 

925 

5 

3 

Dec. 31 

„ Interest Account (6% 






for 6 months) . 

29 


3 



£ 1*025 

_5 

. 

_3 



iCi.025 


J 

1933. 

June 30 

To Cash .... 

100 

0 

0 

1933 - 
Jan. I 

By Balance brought down 

925 

5 

3 

M 30 

,, Balance carried down 

«53 

0 

5 

June 30 

„ Interest Account (6^.^ 







for 6 months) . 

* 7 i »5 

2 

1 


£955 

0 

5 



£953 

0 

_5 

1933 - 
Dec. 31 

To Cash .... 

xort 

T 

0 

1933 - 
July X 

By Balance brought down. 

853 

0 

5 

M 31 

,, Balance carried down . 

778 

12 

3 

Dec. 31 

,, Interest Account (6% 








for 6 months) . 

25 

IX 

xo 




12 




£878'12 

3 






1934- 

Jan. I 

By Balance brought down 

778 

12 

E 
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MOTOR LORRIES (HIRE-PURCHASE ACCOUNT). 

Ur. Cr. 


1932. 

i 

/■ ! Jf.* d. 

1932 - 


4 

s. 

d. 

July I 

To Sunlight Motor Co. . ; 

995 I 8; 0 

Dec. 31 

By Depreciation 10 % 

1 



1 ! 


4995 ad. for (> luos.) 

1 49 

15 

5 



i I 

.. 

„ Balance carried down . 

1 945 

12 

7 


j 

i 

4995 i 8l 0 



! 4995 

8 

0 

*933- 

: 

j , 

1933 . 


. 



Jan. I 

; To Balance brought down . 

945 7 

Dec. 31 

1 By Depreciation on 

i 





1 1 


i 4945 12.S-. yd.) . 

i! 94 

11 

3 



:_ij._ 

” 

i „ Balance carried down . 

t 

1 851 

1 

4 


j 

1 ir^l 7 

] 

1 

: 4945 

Il2 

7 

1934 . i 

Jan. I 

To Balancf hrovight down . 

: 851 i| 4 



' 




The H. F. Meat Company. 

BALANCE SHHET. DECEMBER 31, 1033. 


, L s.d. 

(Umler Ciinent Liabilities.) 

Instalments on Hire-purchase con- i 

tracts . . . . . 778 12 31 


Motor I.orru*s on Hire pur¬ 
chase, at cash purchase 

price . . ! 995 

L^ss Apfti'eKate UciH'tM’ia- 

tioii . . . . 144 


I s. d. \ 

; 1; 


H 

6 H: 




i il 4 


Sales for Deferred Payments by Instalments, if', 

In the books of the buyer the entries are the exact converse of those 
in the books of the seller. Tlie full cash price will be debited to the 
Asset Account, the instalments of interest being charged to revenue, 
and depreciation must be j)rovidcd in the ordinary way. 

Since an outright sale hiis taken place there can be no entries regarding iiire 
in the books of eitlier seller or buyer. The normal course, in tlie books of the 
seller, is to debit the buyer with the full cash price of the article when the sale 
is effected and subsequently with instalments of interest as they fall due. In 
the annual Accounts of the seller the asset has been completely eliminated from 
stock, and any balance due from the purchaser will appear under current 
liabilities. If transactions of this type are numerous it may be advisable to 
segregate the total of such debtors from ordinary trade debtors in the Balance 
Sheet on account of the abnormally long period of credit involved ; otlierwise a 
wrong impression regarding the working capital may be conveyed. Further, 
it is, of course, necessary to make ample provision against possible bad debts. 

EXAMINATION (QUESTIONS. 

1. Differentiate between Hire-purchase and Instalment Payment. 

2. The Three Speed Motor Company, Ltd., sold a car (No. 3786) to Hugh 
Dickson on hire-purchase terms as follows: total j)urc]iase price of car, /Ooo, 
payable in ten quarterly (usual quarter-days) instalments of /fx) each. The cost 
price of the car to the Company was 

State how the Company should record this transaction in their books, and 
illustrate your answer by two only of the Ledger Accounts you describe. (Royal 
Society Arts,) 
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3. What are the main features of hire-purchase agreements, and how would 
you show in the accounts the total amounts due under such agreements, and the 
various instalments payable from time to time thereunder ? (Incorporated 
Accountants.) 

4. Explain what you understand by a hire-purchase agreement. Show how 
the books of a furniture dealer, selling goods on the hire-purchase system, should 
be kept, and insert a few typical entries in the various books which you name. 

Show on what principles tlie Trading Account and Balance Sheet of a business 
of this kind should be constructed. {Incorporated Accountants.) 

5. A Sand and (Iravel company hires 100 wagons on the deferred-purchase 
system over ;i term of seven years, the rent lK*ing payable by quarterly instalments 
of /200, with an addition for repairs of /2 per wagon per annum. A.ssuming the 
wagon company's charge for inter(‘st on the cash price of the wagons to be 
j)er annum, make the Journal entries for the first year necessary to apportion the 
quarterly payments between Capital ami Revenue. 

6. A Sand and Gravel company purchased on December 31, 19..., railway 

wagons for /1,000, payable /too down and tlu! balance spread c)ver three years 
by equal annual insfalmenls plus interest on the balance outstanding. 

Depreciation at loVo written off by the company. Sliow the t;ntri(is rec^iiired 
in the books of the colliery company balancing the accounts annually. 

7. On March i the B. S. Sand Company obtained wagons on the hire-purchase 
system. The price of the wagons was £1,1^0. Payment was to be made, as to 
£150 down and as to the balance at /200 per year with 5% interest. 

The B. S. ('oal C'ompany write off 10% depreciation each year. 

Construct the necessar}’’ Tedger Accounts in the books of the company, 
showing in detail the entries, 

8. The Hard Coal C'ollicry ('omjiany. Ltd., agreed to purchase from the 

International Wagtm Company, Ltd., 100 railway w’agons, at the price of £fiO 
per wagon, paying for the same by half-yearly instalments of £300, such instal¬ 
ments to include interest on the unpaid purcliase money at the rate of per 
annum. ^ 

'riie d.'ite of the purchasW\'as January r, and the first half-yearly instalment 
was due July I. 

Write up the Hard Coal Colliery Company’s Account in the Wagon Company’s 
books for three years, and also write u]> the Wagon Account in the Colliery 
Company’s books for the same period. (Chartered Accountants.) 



Chapter XVII 


ROYALTY ACCOUNTS 

Definition.—Royalty is a money payment, in the nature of rent, made 
for the right to use, produce, or reproduce certain classes of property, 
e.g. patents, copyrights, mineral rights, etc., the legal ownership of 
which is vested in another. Thus, the owner of a patent is the patentee ; 
the owner of the copyright in a play, book, musical composition, or 
work of art is the author or the artist; the owner of ungotten minerals 
is the owner of the land on or beneath which the minerals lie. A 
patentee, copyright owner, land-owner, etc., may sell his proprietary 
rights outright; or exploit them himself; or concede the rights of 
exploitation to others. If he concedes the rights, the consideration 
usually takes the form of a royalty, i.e. of the payment of a definite 
sum of money for each article sold made according to the patent; or 
for each copy of the play, book, musical composition, or other work of 
art reproduced cind sold ; or for each ton, or other measure, of minerals 
won. From the owner's point of view, royalties are income, after 
making provision for any capital expenditure incurred that may die 
with the patent, copyright, or other roy;dty-producing property. 
From the concessionaire’s point of view, mot jy paid as royalty forms 
part of the manufacturing or producing expenses of the business, 
and should be charged to Manufacturing Account. Neither of these 
aspects offer any unusual book-keeping features, and need not be 
dealt with further. 

Formerly, the most important instance of royalties in the 
United Kingdom was afforded by coal-mining royalties, and as a 
result of the special conditions obtaining in this and similar industries 
a somewhat special type of book-keeping was evolved in order to record 
these transactions. Since royalties on coal were acquired by the State 
and subserpiently the whole of the coal-mining industry has been 
nationalised, the necessity for this type of record no longer arises in 
this particular connection. However, somewhat similar conditions 
may still arise in connection with collieries abroad and other types of 
“ extractive ” industry^ in this country, such as slate-quarries and 
gravel-pits, so that the matter which follows here is still of practical 
interest, and examination questions dealing with this subject will 
doubtless continue to be set. 

Development Expenditure.—In the case of a new colliery, the cost 
of development, i.e. of sinking shafts, cutting main roads, installing 
pumping and ventilating machinery, and erecting surface buildings 
with their machinery, is capitalised. When the production stage has 
been reached, the method to be adopted for writing off the expenditure 

686 
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over a term of years must be carefully considered. This is sometimes 
done by creating a Sinking Fund based upon output. In many cases 
the question of providing out of revenue for capital sunk in develop¬ 
ment is ignored. In such event all dividends received must be regarded 
as including a modicum of capital. 

Mining Royalties.—These are calculated in various ways. Usually, 
they are based upon an agreed rate per ton, e,g. 6 d. per ton. But some¬ 
times the royalty varies for different seams; a greater royalty being 
|)aid on coal won from a thick seam that may be easy to work, than from 
a thin seam that may be difficult to work. When paying royalty, the 
lessee should deduct income tax at the current rate. 

Minimum (Dead, or Fixed) Rent.—In order to ensure that the 
mineral value shall be adequately exploited, the majority of mining 
leases guarantee the lessor a fixed minimum rent, irrespective of the 
tonnage of coal won. This minimum, dead, or fixed rent merges 
into a royalty when the tonnage won is sufficiently large to cover the 
minimum, but it must be p«aid to the lessor whatever the tonnage 
won. 

Surface Compensation.—Mining leases frequently provide for 
payment of compensation to the owner of the land should damage be 
caused to the surface by subsidence, dumping of refuse, or other cause. 
If such claims are likely to materialise, provision must be made to 
meet them. Reserves for the purpose are usually based upon 

output. ^ 

Wayleaves.—These are charges or rents paid for the right to trans¬ 
port coal under or over land belonging to neighbouring land- 
owners. The charge or rent is generally fixed upon the basis of the 
tonnage of coal transported. 

Short-Workings (Shorts).—In the case of new collieries, the royalties 
during the first few years of mine development rarely reach the amount 
fixed as the minimum rent. The amount by which the roy^alty falls 
short of this rent is termed shori-workings. Most mining leases include 
an “ average clause,” which give the lessee the right for a limited 
period (three to seven years) to recover these short-workings out of 
royalties as soon as the royalties payable exceed in amount the mini¬ 
mum rent. Briefly jmt, the lessor receives either the minimum rent or 
the agreed royalties, whichever is the greater. The royalty account is 
charged with royalty on the coal actually won, and the amount of 
the short-woi kings is carried forward as expenditure paid in advance 
tliroughout the period during which such short-workings are recover¬ 
able. Justification for this treatment depends upon the terms of the 
lease, and the probability of winning a tonnage output the royalties 
on which will, within the time allowed for recoupment, exceed the 
minimum rent. However, the carrying forward of the debit balance 
on Short-workings Account implies confidence on the part of the 
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management that the short-workings will in fact be fully recouped in 
due course. Any balance which may be standing on tlie account at 
the end of the period of recoupment must, of course, be written off 
forthwith, since otlierwiso the following Balance Sheet will show as an 
asset something that is of no value. Similarly, if, at an earlier stage, 
there is serious doubt as to whether the sliort-workings will ever bt^ 
fully recouped, prudence dictates that the balance should then be 
suitably written down, if not written off completely. 

The entries during the periods in which the right to recoup short- 
workings exists may be summarised as follows: - 

(a) When the Royalty is less than the agreed minimum rent. 

Debit Royalty Account with the actual royalty earned; 

Debit Short-workings Account with the deliciency; 

Credit Lessor with the amount of the minimum rent. 

The Royalty Account is closed by transfer to the Profit and Loss 
Account; the Lessor's Account is closed by payment of cash. 1 'he 
debit balance on Short-workings Account may be carrit'd forward as 
a temporary asset if: (i) the right to recoup these short-workings exists 
in the following year or years, and (2) if it is luobable tliat the output 
in future will be large enough to enable the short-workings to be 
recouped. 

(b) When the Royalty exceeds the minimum rent, 

(1) If there is a debit balance on Short-vl >rkings Account 

Debit Royalty Account with the actual royalty earned; 

Credit the landlord with the minimum rent; 

Credit Short-workings Account Avith the excess. 

(2) Where there are no short-workings to be recox ered, 

Debit Royalty Account with the actual royalty payable, and 

Credit the landlord with the same amount. 

It will be seen that, in any case, the Royalty Account is debited 
with the actual royalty payable on the coal “ gotten,'* and closed by 
transfer to the Profit and Lo.ss Account, Any amount brought forward 
from previous years on Short-workings Account, which is found to 
be irrecovereiblc, must be written-off to Profit and Loss Account as 
short-workings, and any amount by which the minimum rent cxcec^ds 
the royalty in any year must, if no right exists to recoup it, be debited 
to that year’s Profit and Loss Account as short-workings. 

The following illustration should make the treatment clear. 

Illustration ,—The lease of a colliery is granted upon the basis of a royalty 
of 6 d. per ton on the coal won, subject to a minimum rent of £1,000 per annum ; 
the tenant has the right to recoup short-workings during the first seven years 
of the lease, but not afterwards. The output in tons was as follows: 1932, 
first year, 20,000; 1933. second year, 30,000; 1934. third year, 40,000; 1935, 
fourth year, 48,000; 1936, fifth year, 35,000; 1937, sixth year, 44,000; 1938, 
seventh year, 36,400 ; 1939, eighth year, 60,000. Ignore income tax. 
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Colliery Company. 


JOURNAL. 


1932- 


i jC 

s. 

a. 

£ 

: 

d. 

31 

Royalty Account. ...... I.)r. 

i 5 w> 

0 

0 




Short-workings Account ..... Dr. 

To Landlord ........ 

Being royally of 6 d. ]ier ton on ao,ooo tons raised and 

500 

0 

0 

1 1,000 

0 

0 




agreed niiniinuin rent of ^i.ofjo. 







1933 - 
Dec. 31 

Royalty Account....... Dr. 

1 750 

0 

0 





Short-workings Acconrd . . . .Dr. 

To Landlord ........ 

Being royalty of 6 / 7 . per ton c»n 30/MM) tons raised and 

1 250 

0 

0 

i 1,000 

0 

0 



agreed rninimuin rent of / i.chki. 







1934 - 








Dec. 31 

Royalty .^cc.ount. ...... Dr. 

To Landlord ........ 

Being royalty of ftd. per ton on 40,000 tons raised. 

j 1,000 

0 


1,000 

0 

0 


1935 - 








Dec. 31 

Royalty Account. ...... l>r. 

1,200 

0 

0 




'I'o Landlord ........ 




1,000 

0 

0 


,, Short-w(»rkings Account ..... 

Being royalty of ftd. per ton on 4S,(X)o tons raised. 




200 

0 

0 


Miiiiiiiuni rent of 1,000, and short-workings recovered 
//2O0. 







1036. 
Dec. 31 

Royalty Account....... Dr. 

i 

i fi 7 !> 

0 

0 





Short-workings Account ..... Dr. 

Tc.) Landlord ........ 

Being royalty of Od. per ton on 35 ,<h)o tons raised and 

■ 

0 

0 

1,000 

0 

0 



agreed ininiiuuin rent of 1,000. 

i 






1937. 
Dec. 3r 

Royalty Account. . .... Dr. 

1 1,100 

0 

0 




To Landlord ........ 

i 



1,000 

0 

0 


,, Short workings Acconnt ..... 




100 i 

0 

0 


Being royalty of 6d. per ton on 44,000 tons raised. 

1 



1 




Miniinuin rent of /i,o(K), and short workings recovered 
£joo. 

1 

I 






1938. 
Dec. 3T 

Royalty Account. ...... Dr. 

910 

0 

0 

i 




Short-w’orkings Account ..... Dr. 

To Landlord ........ 

Being royalty of fv/. per ton on 36,400 tons raised and 

90 

0 

0 

1 

1,000 1 

1 

' ^ 

0 



agreeil iniiiiuiuin rent of / 




I 



.. .3» 

Profit and Loss .Account ..... Dr. 

665 

0 

0 




'I'o Short-workings Account ..... 

Being short-workings written off as irrecoverable. 



665 

0 

n 



1939. 
Doc. 31 

Royalty Account. ...... Dr. 

To Landlord ........ 

Being royalty of 6rf. per ton on 60,000 tons raised. 

1,500 

0 

i 

0 

X..'iOO 1 

i 1 

i 

i 

0 




The Royalty Account is closed each year by transfer to the Profit and Loss 
Account. The Landlord's Account is closed by the payment of cash. The 
balance on Short-workings Account is carried forward each year till 1938, 
when, the right of recoupment having ceased, the balance must be written off. 

EXAMINATION QUESTIONS. 

I, Explain the term “ Royalties" as employed in connection with coal¬ 
mining, and describe the various bases upon which royalties are commonly 
calculated. (Royal Society Arts.) 
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SHORT-WORKINGS ACCOUNT. 

D*. Cr. 


19.., 



c 

s. 

d. 

19... 



£ 

s. 

d. 

Dec. 31 

To Landlord . 


500 

0 

0 

Dec. 31 

By Balance carried down 


750 

0 

0 

19... 
Dec. 31 

„ Landlord . 


250 

0 

0 










£750 

0 

0 




£7.50 

0 

0 

IQ... 






19 .. 






Jan. 1 

To Balance brought down 


750 

0 

0 

Dec. 31 

Bv I.andlord 


j 200 

0 

0 


; 





„ Balance carrie<l for- 






1 1 





ward . 


550 

0 

0 

1 

1 i 
! 

£750 

0 

0 




£750 

0 

0 

IQ... ! 

i j 




iq .. 



1 

1 : 


Jan, I ; 

To Balance brought down : 1 

550 

0' 

' 0 

Dec. 31 

By Landlord 


IfKI 

0 i 

; 0 

Dec. 31 1 

„ Landlord . 

: ! 

; 125 

0 1 

i 

! 

,, Balance carried down 


575 

0 1 

0 


: 1 

! ! 

|/:h 75 

0: 

'• i) 




£675 

"oi 

lo' 

iq .. 

i 




19 i 


i 




Dec. 31 ! 

To Balance, brought down . j 

i 575 j 

i 

‘ 0 

Dec. 31 j 

By I'rfifit and Loss Ac¬ 

1 


j 


i 

„ Landlord . . . J 

1 90 ! 

\ 

0 

I 

count . 

1 

665 

°i 

0 

i 




0 i 

0 

! 

i 


.£f »«>5 

0! 

1 

0 


2. Explain briefly, by means of pro-forma examples, how “ royalties ” and 
“ short-workings,” arising out of a mining lease, art? dealt with in the books of 
the lessee of a colliery. (Royal Society A rts.) 

3. The Coaley Colliery Company, Ltd., pay a royalty to a ground landlord 

of gd. per ton of coal raised, with a minimum of ^1,200 per annum, with power to 
recoup short-workings. In the first year they raises’ 20,000 tons; in the second 
year, 30,000 tons; in the third year, 44,000 tons, would you deal with these 

items 3'ear by year in the Profit and Loss Accounts and Balance Sheets of the 
Company ? {Lancashire and Cheshire Institutes.) 

4. The Coal Mine Company, Ltd., took a lease of a collierj^ from Cw. Risch for 
Q9 years from September 29, at a ground rent of £50 a year, payable half-yearly, 
and a royalty of Od. per ton, with a minimum royalty of /80 a year, payable 
half-yearly. During the first year the Company rai.sed 2,500 tons, and during 
the second year ended September 29, 4,000 tons. The several amounts to 
G. Risch were paid twenty-one days after becoming due. Write up both Personal 
and Nominal Accounts, and balance them at the end of each year. {Chartered 
Accountants.) 

5. A and B, colliery proprietors, take a 21 years’ lca.se at a dead rent of £600 
per annum, merging into a royalty of T5. a ton. The dead rents are recoverable 
out of royalties paid within five years. 800 tons were raised the first year, 
4,600 the second year, and 75,000 the third year. loo colliery wagons 
were purchased on the hire-purchase system, by which the wagons, at the end of 
ten years, became their absolute property in consideration of 155. a month for 
each wagon. It was assumed by the firm that each wagon would be worth £40 
at the end of the ten years. Show the ledger Accounts for Dead Rents, Royalties, 
Purchase of Wagons for the first three years. {Chartered Accountants^ 

6. The United Coal Company, Ltd., are granted a lease of 21 years at a 
minimum rent of £4,000 per annum merging into a royalty rent of 6d. per ton of 
coal raised. During the first year the output was 90,000 tons; during the 
second year the output was 160,000 tons; and during the third year the output 
was 250,000 tons. Make the necessary Journal Entries and write up the Personal 
and Nominal Ledger Accounts affected. (Incorporated Accountants.) 








Chapter XVIIl 


INSOLVENCY 

[iVo/fThe abbreviation K.O. used in this chapter -- Receiving Order; O.R. -- 
Official Receiver; C. of I. (omniitiee of Inspection ; I), of A. — Deed(s) 
of Arrangement; B.R. -- Bankruptcy Rules, 10^5—1926. The references 
are to tlie Bankruptcy Act, i<ji4, unless otherwise stated.] 

It is necessary at the outset to distinguish between Insolvency and 
Bankruptcy. Insolvency is the state of a debtor who is unable to pay 
his debts as they fall due; Bankruptcy occurs when the affairs of the 
insolvent debtor have been brought to the knowledge of the Court, 
and he has been adjudged bankrupt by the Court, under the bank¬ 
ruptcy laws. Many insolvent persons never reach the stage of bank¬ 
ruptcy. They compound with their creditors under Deeds of Arrange¬ 
ment, as explained below, and so escape the stigma of bankruptcy 
proceedings. Nev'ertheless, such persons are frequently, but incorrectly, 
referred to as bankrupts. 

I'here are degrees of insolvency. An insolvent person, hampered 
only by a small deliciency of assets, might continue to trade and incur 
fresh debts; and, if success should attend him, might succeed in 
regaining his solvency, ^^t, generally speaking, it is not in the 
interests of the trading community that insolvent persons should 
continue to add to their liabilities in the, usually, vain hope of recover¬ 
ing their position. Commonly, the insolvent person needs to be pro¬ 
tected from himself ; his assets must be safeguarded so that his creditors 
shall receive their pro rata share of them; and, when he has satisfied 
his creditors to his utmost capacity, it is but fair that he should be freed 
from further liability in respect of his past trading, in order that he may 
be able to make a fresh start. 'I'hese are the humane and just objects 
that the Bankruptcy Act, 1914, The Bankruptcy (Amendment) Act, 
1926, and the Bankruptcy Rules, 1915-1926, which now govern all 
proceedings in bankruptcy, are designed to secure. 

Who may be made Bankrupt.-—Any adult person who has com¬ 
mitted an Act of Bankruptcy within three months of the date of the 
petition, and whose debt or debts to llie petitioning creditor or creditors 
amount to £50 may be made a bankrupt. It is doubtful if an infant 
can be made bankrupt, but perhaps he can after he has attained his 
majority, if the debts were contracted for “ necessaries.'* 

Foreigners, —An alien debtor ma^^ be made bankrupt if he is subject 
to English bankruptcy jurisdiction, and has committed an act of bank¬ 
ruptcy here. 

Married Women, —Every married woman who carries on a trade 
or business, whether separately from her husband or not, is subject 
to the bankruptcy laws as if she were a single woman. 
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Lunatics, —Persons of unsound mind can apparently be made 
bankrupt only with consent of the Court in Lunacy, or on an act of 
bankruptcy committed while sane. 

Convicts .—These imiy be made bankrupt. 

Bankruptcy Petition.—Proceedings are begun ]\v the presentation 
to the Court of a petition * asking for a Receiving Order. This may be 
done either by the debtor or by a creditor or creditors. If the debtor 
himself petitions, he must allege inability to })ay his debts, and the 
Court will then immediately make the Order. Usually the petition is 
j)resented by one or more creditors, whose debt, or combined debts, 
amount to the sum of /50, and then the petition must show that the 
debtor has committed an act of bankruptcy within three months of 
the presentation of the petition. A sealed copy of the petition must 
be served on the debtor not less than eight days before the day fixed 
for hearing the petition. 'Die granting of a K.O. does not make the 
debtor a bankrupt, but it protects his ]>roperty by placing it under the 
control of an officer of the ('ourt, termed the Official Receiver, 

Acts of Bankruptcy.—An act of bankruptcy is an act, or default, of 
a debtor, deemed by the Court to be evidence of insolvency, any one 
of which, committed by a debtor, entitles a creditor to present a petition 
in bankruptcy against the debtor. Briefly stated, they are, by S. i 
(t), as follows : - 

(1) If the debtor makes a conveyance or assignment of his 
property to a trustee or trustees for the benefit of his creditors 
generally. 

(2) If he makes a fraudulent conveyance, gift, delivery, or trans¬ 
fer of his property or of any part thereof. 

(3) If, being under no pressure so to do, he, with the intention of 
giving a creditor, or any surety or guarantor for the debt due to 
such creditor, a preference over the other creditors, makes any 
conveyance or transfer of his property or any part thereof, which in 
law would be void as a fraudulent preference if he were adjudged 
bankrupt. 

(4) If, with intent to defeat or delay his creditors, lie does any 
of the following things:— 

(a) Departs out of England, or, 

(b) Being out of England, remains out of England, or 

(c) Departs from his dwelling-house, or otherwise absents 

himself; or begins to keep house. 

(5) If execution against him has been levied by seizure of his 
goods under process in an action in any Court, or in any civil pro¬ 
ceeding in the High Court, and the goods have been either sold or 
held by the .sheriff for twenty-one days. 

♦ Upon the presentation of a Petition with the Official Receiver, the debtor 
must deposit If a creditor petitions, he must deposit I'j 105., and such further 
sum as the Court may direct to cover fees and expenses, {Bankruptcy Rules, 
1926.) 
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(6) If he files a declaration of his inability to pay his debts, or 
presents a bankruptcy petition against himself. 

(7) If a creditor entitled to enforce a final judgment for any 
amount against the debtor serves on him a Bankruptcy Notice, and 
the debtor does not within seven days comply with the requirements 
of the notice. 

(8) If the debtor gives notice to any of his creditors that he has 
suspended, or that he is about to suspend, payment of his debts. 

Receiving Order. If the petition is presented by a creditor, it must 
be A'Crified by affidavit. At the hearing, the Court requires proof of 
the petitioning creditor's debt, evidence of the service of the petition, 
and proof of the commission of the act of bankruptcy. If the Court 
is satisfied on these points, it may make a R.O. 

Wlien the R.O. is made, the O.R. becomes the receiver of the 
debtor’s property, and all actions against the debtor’s person or 
property in respect of any debt provable in the bankruptcy are pro¬ 
hibited, except by leave of the ('ourt, and on such terms as the Court 
may impose. Tlu^ R.O. must be advertised in the Gazette, and in one 
local paper. The debtor is not yet a bankrupt. Before the Court 
will make an Adjudication Order declaring the debtor bankrupt, the 
debtor has to submit to the O.R., in duplicate, a Statement of Affairs 
as at the date of the R.O., attend the iMrst Meeting of his creditors, 
and submit to his Public Examination. 

Statement of Affairs.—After the R.O. is made, the debtor must 
make out and submit to Ac O.R. a Statement of Affairs, in the pre¬ 
scribed form. If the R.^ was made on the debtor’s own petition, 
tlie statement must be submitted within three days of the date of the 
R.O., if on a creditor’s petition, then within seven days of its date. If 
necessary, the debtor may obtain professional assistance in preparing 
this statement. Non-disclosure of any property by the debtor is a 
mi.sdemeaiiour. 

The official Statement of Affairs in bankruptcy consists of the 
following forms:— 

(1) The “ Front She(;t,” which is a statement in summary form 
showing the debtor's estimate of his pro])erty and liabilities. The 
property is not shown at book values, or the values to the business 
as a going concern as in a Balance Sheet, but at the estimated 
realisable, or break-up values. I'he object of this statement is to 
estimate tlie amount available to meet the claims of unsecured 
creditors after paying off the preferential and secured creditors. 
Fully secured creditors lidding property of the debtor may ignore 
the bankruptcy and rely on their security to satisfy their claims. 
Creditors but partly secured rank as unsecured creditors for the 
balance of their claims. The balance of this Statement will show 
either a deficiency or a surplus. 

(2) Forms giving details of the totals shown in the summary State¬ 
ment of Affairs : List A, Unsecured Creditors; B, Creditors Fully 
Secured; C, Creditors Partly Secured; D, Liability of Debtor on 
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Bills Discounted other than his own acceptances for value; E, 
Contingent or other liabilities; F, Creditors for Rent, etc., recover¬ 
able by distress; G, Preferential Creditors for Rates, Taxes, and 
Wages; H, Property; I, Debts due to the Estate; J, Bills of Ex¬ 
change, Promissory Notes, etc., available as assets; L, In substitution 
for such of Sheets A to J as will have to be returned blank. 

(3) The Deficiency (or Surplus) Account (List K), This explains 
how the deficiency (or surplus) shown in the Statement of Affairs 
arose. It is practically a Capital Account of the Debtor, and starts 
with the opening Capital (or Deficiency) at a date twelve months 
before the date of the R.O.. or from such other date as the O.R. may 
fix. The net profit from the business and any other income during 
the period is also shown. Against this is set-off business losses 
(including the amounts written off assets brought into the Statement 
of Affairs below cost or book value), and expenses, other than trade 
expenses, such as household expenses. The balance of the 
account shows the deficiency (or surplus) as j)er the Statement of 
Affairs. 

Preferential Creditors. —Certain unsecured debts are payable in 
priority to other unsecured debts; and as amongst themselves certain 
of these preferential debts have a pre-preference. 

Preferential Debts with Pre-Preference, 

(ii) Money or property belonging to a Trustee Savings Bank 
which has come into the possession of a bankru})t official of the bank 
by virtue of his office {Sainngs Bank Act, S. 1.4). 

{b) Money or property belonging to a Friendly Society held by a 
bankrupt official of the Society (Friendly Societies Act, 1895, S. 35). 

(r) Where the estate of a deceased insolvent is being adminis¬ 
tered according to the laws of bankruptcy, the funeral and testa¬ 
mentary expenses incurred on behalf of the deceased by his legal 
personal representative (S. 130 (0)). 

(d) The expenses of a Trustee under a D. of A. that has been 
avoided by bankru])tcy, so far as they were incurred in carrying out 
the duties imposed by the D, of A. Act, 1914. 

Preferential Debts, —By SS. 33 and 34, the following debts are 
paid after the costs of the bankruptcy have been defrayed and before 
other unsecured debts. 

(e) All parochial or other local rates due from the bankrupt at 
the date of the R.O., and having become due and payable within 
twelve months next before that time, and all assessed taxes, land 
tax, or income tax,* assessed on the bankrupt up to the 5th day of 
April next before the date of the R.O., and not exceeding in the whole 
one year's assessment. The amount of any purchase tax due from 
the Bankrupt at the date of the R.O. and having become due within 

* Income Tax includes taxes assessed under any schedule, as well as profits 
tax and excess profits levy. Further (Finance Act. 1952). it now includes tax 
deducted from employees* remuneration under the P.A.Y.E. regulations. 
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twelve months next before that date. If more than one year's taxes 
are due, the Revenue Authorities may select any one year as pre¬ 
ferential, and rank as unsecured for the balance. Income Tax de¬ 
ducted from interest, etc., not payable or not wholly payable out fo 
profits or gains brought into charge [Rule 21, General Rule, Income 
Tax Act, 1918), and not handed over to the Revenue at the date of 
the R.O., can now be assessed under S. 26 Finance Act, 1927, and so 
made preferential. 

(/) All wages or salary of any clerk or servant in respect of 
services rendered to the bankrupt during four months before the 
date of the R.O., not exceeding £200, whether or not earned wholly 
or in ])art by way of commission. 

(g) All wages (whether payable for time or for piece work) of 
anj^ workman or labourer, not exceeding £200, in respect of services 
rendered to the bankrupt during four months before the date of the 
R.O. Provided that, where any agricultural labourer has entered into 
a contract for the payment of a portion of his wages in a lump sum at 
the end of the year of hiring the priority shall extend to the whole of 

^ such sum, or part thereof, as the Court may decide to be due under 
the contract, proportionate to the time of service up to the date of the 
R.O. 

[h) All accrued holiday remuneration becoming payable to any 
clerk, servant, workman, or labourer (or in the case of his death to 
any other person in his right) on the termination of his employment 
before or by effect of the receiving order. 

(i) All amounts due^ respect of compensation under the Work¬ 
men s Compensation A^, the liability wherefor accrued before the 
date of the R.O., if the bankrupt is not insured, being amounts in satis¬ 
faction of a right which arises or has arisen in respect of employment 
before the 5th day of July 1948 (the day on which the National 
hisurance Act, 1946, became effective). (This is now of little more 
than historical interest.) 

[j) All amounts due in resjxict of contributions payable during 
the twedve months next before the date of the R.O. under National 
Insurance Act. 

Rent. —The landlord is not a preferential creditor, but his claim is 
usually settled with the preferential debts owing to his powder of distress. 
He can distrain upon the goods or effects of the bankrupt, for the rent 
due to him from the bankrupt, at any time before or after the com¬ 
mencement of the bankruptcy; but if he distrains after the commence¬ 
ment he can only recover six months' rent aerrued due prior to the 
adjudication order. He ranks as an unsecured creditor for the 
balance. 

Public Examination. —As soon as possible after the debtor has 
submitted his Statement of Affairs he is publicly examined in open 
Court, as to his conduct, dealings, and property. Any creditor who 
has tendered proof of his debt may question the debtor concerning his 
affairs and the causes of his failure. 



696 HIGHER BOOK-KEEPING AND ACCOUNTS 

First Meeting of Creditors. —^The O.R. must, having given six clear 
days' notice in the Gazette and in a local paper, call a first meeting of 
creditors to be lield not less than fourteen days after the date of the 
R.O., unless the Court appoints a later day. The O.R. sends to each 
creditor, mentioned in the Statement of Affairs, notice of the time and 
place of the meeting, and a copy of the summary statement of affairs— 
the front sheet,” together with his observations thereon. Forms for 
proof of debts, and proxies, and a copy of the scheme of composition 
or arrangement, if any is proposed by the debtor, are also sent to the 
Creditors. 

The debtor must attend the meeting and answer questions put to 
him. The O.R. or his nominee acts as chairman. The main business 
of the meeting, after obtaining any information and explanations 
required from the debtor, is to decide whether the scheme of composi¬ 
tion (if any) proposed by the debtor shall be iiccepted. In order to be 
binding, such a scheme must receive the assent of a majority in number 
representing three-fourths in value of all the creditors who have proved 
their debts, and must afterwards be sanctioned l)y the Court. ('redi- 
tors may assent to, or dis.seiit from, the scheme by means of a Voting 
Letter, which must reach the O.R. the day before the meeting. If no 
.scheme is proposed, or if the scheme proposed is rejected, the creditors 
then decide whether tlie debtor shall be adjudicated bankrupt. If they 
so decide, they may then appoint a Trustee and a Committee of Inspection. 
This business is transacted by Ordinary Resolution, i.e. a resolution 
passed by a simple majority in value of the creditors present personally 
or by proxy at a meeting of creditors, and yoUng on the resolution. A 
Special Resolution is one decided by a majort.y in number and represent¬ 
ing three-fourths in value of the creditors present personally or by jiroxy 
at a meeting of creditors, and voting on tlie resolution. Speci^d resolu¬ 
tions arc necessary: (a) to remove a Special Manager ; {b) to make an 
allowance in kind to the bankrupt; [c) to resolve that some person 
other than the O.R. shall, in the cfise of a small bankruptcy, be appointed 
Trustee. 

Small Bankruptcies. —These are bankruptcies where the assets are 
not likely to exceed £300. The O.R. acts as Trustee, except as above 
mentioned. In these bankruptcies, there is no C. of I., advertisements 
are dispensed with, and the estate is wound up in a summary manner. 

Adjudication Order. —Where the creditors pass a resolution that the 
debtor shall be made bankrupt; or pass no resolution; or do not 
meet; or where a scheme is proposed, but is not approved within 
fourteen days of the conclusion of the public examination, or within 
such further time as the Court may allow; the Court will adjudge the 
debtor bankrupt. Thereupon the bankrupt’s property vests in the 
Trustee and becomes divisible among the creditors. Adjudication 
Orders are advertised in the Gazette and in a local paper. Until a 
Trustee is appointed the property vests in the O.R. The adjudication 
order may be annulled if a Scheme of Arrangement or Composition is 
subsequently approved; or if the Court should afterwards decide 
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that the debtor should not have been made bankrupt, and no offences 
against the bankruptcy laws are proved against him ; or if the debts are 
paid in full. The commencement of the bankruptcy dates back to the 
date of the act of bankruptcy upon which the petition was founded, 
or to any previous act of bankruptcy which the trustee can prove to 
have been committed by the debtor within three months of the date on 
which the petition was presented. 'I'his doctrine of the relation 
back of the bankru})tcy to the first available act of bankruptcy is 
often of the greatest assistance to the 'I rustee in enabling him to trace 
and attach the bankrupt’s property. 

Taking Possession of the Property. —As soon as the Trustee obtains 
his certificate of appointment, he proceeds to take possession of the 
bankrupt’s j)roperty. The only ])roperty exemi>ted is:— 

(a) Ih'operty h(;ld by the bankrupt on trust for any other person ; 

(h) 'J'rade tools, wearing aj^parel, and bedding to a value not 
exceeding jf2n in all {^. 38). 

Juirther: 

{c) J^roperty of the debtor the ownership of which, in the event 
of the debtor’s bankruptcy, passes to others. But no one can settle 
his own proj)erty u[)on himself, so as to pass the property to others 
in the event of his bankruptcy. 

(d) The bciiiTit of contracts that can be carried out only by the 
l)ersonal skill of the bankrupt, contracts entered into by an actor, 
but to no greater exteiij^han is reasonably sufficient to maintain the 
bankrupt and his fanj^". 1'hese personal earnings may include 
coininission earned by the bankrupt, but not the profits of a business, 
no matter how great the personal skill required for its conduct, 
e.g. dentistry. 

{e) Where the bankrupt is a beneficed clergyman, an officer in 
the Army or Navy, or a Civil Servant, so much of the stipend as the 
bishop of the diocese, or the Court, with the consent of the chief 
officer of the department under which the stipend is enjoyed, as the 
case may be, shall reserve to the bankrupt (.SS. 50 and 51 [i]). 

(/) Wliere the bankrupt is in receipt of a salary or income other 
than mentioned in {e) above, or is entitled to any half-pay, or pension, 
or to any compensation granted by the Treasury, so much of this 
income as the Court may permit him to retain (S. 51 [2]). 

Upon proof of his appointment, the Trustee becomes possessed 
of any stocks or shares held by the bankrupt, and can sell and transfer 
them. If the shares are not fully paid, the Trustee can disclaim 
them, and should do so if it is to the benefit of the estate, in which 
case the company can prove for any outstanding or future calls. 

Property Divisible. —The property of the bankrupt divisible amongst 
the creditors is described by Section 38 as comprising:— 

(a) All such property as may belong to or be vested in the 
bankrupt at the commencement of the bankruptcy, and all property 
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that may be acquired by or devolve on him before his discharge; 
and the capacity to take proceedings for exercising all such powers 
in or over or in respect of property as might have been exercised by 
the bankrupt for his own benefit at the commencement of his bank¬ 
ruptcy or before his discharge, except the right of nomination to a 
vacant ecclesiastical benefice. 

Property acquired by or devolving upon a bankrupt after the 
commencement of his bankruptcy is known as " After Acquired 
Property.” 

{b) All goods being, at the commencement of the bankruptcy, 
in the possession, order, or disposition of the bankrupt, in his trade 
or business, by the consent and permission of the true owner, under 
such circumstances that he is the reputed owner thereof, provided 
that things in action other than debts due or growing clue to the 
bankrupt in the course of his trade or business shall not be deemed 
goods within the meaning of this section. 

Committee of Inspection.—The creditors may, at their first or sub¬ 
sequent meeting, by resolution, appoint a C. of 1 . to superintend the 
administration of the estate by the Trustee. The Committee must 
consist of not less than three or more than five creditors who have 
proved their debts, or persons holding a general proxy or general power 
of attorney from such creditors. The C. of I. meets at such times as it 
may appoint, and, failing appointment, at|’vast once a month. The 
Committee acts by a majority of its mcmbei 4 *:- The Trustee must have 
regard to the Committee's instructions, and certain acts can be done 
only with the Committee's sanction. A member of the ('. of I. may be 
removed by an ordinary resolution of the creditors. Where there is 
no Committee, the O.R. carries out its duties, subject to the direction 
of the Board of Trade. Members of the C. of I. are entitled to their 
expenses, but not to remuneration for their services, except by sanction 
of the Court. No member may, without leave of the Court, purchase 
any part of the debtor's estate, or, where the trustee is carrying on the 
debtor's business, derive any profit from supplying goods to the 
Trustee. 

Proof of Debts.—As soon as possible after the R.O., creditors must 
prove their debts by lodging with the O.R., or the Trustee, an affidavit 
made personally or by their authorised agent. Proofs for claims 
exceeding £2, other than for workers' wages, or Crown debts, must bear 
a i.s. 6 d, Bankruptcy Stamp, or a postal order for that sum must be 
sent to the O.R. or the Trustee. A single proof may be made by the 
debtor, or foreman, or other person on behalf of the workmen, for 
the total claim in respect of wages owing. Proofs of debt must be 
admitted or rejected by the Trustee within twenty-eight days of receipt, 
but where the O.R., or the Trustee, has given notice of his intention to 
declare a dividend, then within fourteen days of the date mentioned in 
the notice as the latest date by which proofs must be lodged. 
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Debts Provable in Bankruptcy.— All debts and liabilities, present 
or future, certciin or contingent, to which the debtor is subject at the 
date of the R.O., or to which he may become subject before his dis¬ 
charge by reason of any obligation incurred before the date of the R.O., 
shall he deemed to be debts provable in bankruptcy (S. 30 [3]). 

Debts not Provable. —I'he following are not provable in bank¬ 
ruptcy : 

(a) Demands in the nature of unliquidated damages arising 
otherwise than by reason of a contract, promise, or breach of trust. 

(b) Debts or liabilities contracted by the debtor with any person 
who had notice prior to the contraction of the debt that the debtor 
had committed an available act of bankruptcy. 

(f) Debts or liabilities, the value of which are, in the opinion of 
the Court, incapable of being fairly estimated (S. 30 [ij, [2J, and [6]). 

Deferred Debts.--- Certain dc‘bts, detailed on p. 694, are preferential; 
other debts are deferred, t.c, they do not rank for payment until the 
ordinary unsecured creditors have been paid in full. The following 
are deferred debts: — 

(a) Money lent under a written contract, signed by, or on behalf 
of, all the parties thereto, to a person engaged, or about to engage, 
in business, whereby the lender receives a share of the profits of the 
business in lieu of int^st, or a rate of interest dependent upon the 
profits. Any security.Pnot affected {Partnership Act, 1890, S. 2 [3]). 

(b) A share of the profits of a business, whether by way of annuity 
or otherwise, due to a vendor as consideration for the sale by him of 
the goodwill of the business. Any security is unaffected {Partner¬ 
ship Act, 1890, S. 2 f3 (e)]). 

(c) Money or other estate lent or entrusted by a husband to his 
wife for the purposes of her trade or business (S. 36 [ij). 

{d) Money or other estate lent or entrusted by a wife to her 
husband for the purpose of any trade or business carried on by him 
or otherwise (S. 36 [2]). 

{e) Money or property contributed by limited partners under a 
limited partnership agreement are postponed to the claims of the 
ordinary creditors of the partnership {Limited Partnership {Winding 
Up) Rules, 1909, 4 [4]), 

(/) Claims of trustees of a marriage settlement in which the 
settler covenants for future payments of money, or future settle¬ 
ments of property in which he had, at the time of making the settle¬ 
ment, no estate or interest [S. 42 [2]). 

Secured Creditors. —By Rule 5 of the second Schedule to the Act 
of 1914, every creditor is required to state in his affidavit of proof 
whether he is or is not a secured creditor. By the Bankruptcy {Amend¬ 
ment) Act, 1926, S. II, a creditor who omits to state that he is secured 
shall surrender his security, unless the Court allows him to amend his 
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affidavit on such terms as to repayment of any dividends or otherwise 
as the Court may consider just. 

A secured creditor is one who holds a mortgage, charge, or lien on 
any proi>erty of the bankrupt as security for the debt due to him. 
Such a creditor may ignore the bankruptcy altogether and realise the 
security, accounting to the Trustee for any surj>lus remaining after 
recovery of the amount of the debt with interest and the expense of 
realising the security. Or he may adopt one of the three courses 
following:— 

(a) Surrender his security and prove for the whole debt. 

(b) Realise his securit3^ and prove for any balance that remains 
undischarged. 

(c) Estimate the value of his security and prove for the balance. 

If the creditor adopts the last-mentioned course, (c) above, the 
Trustee ma^" redeem the security at the creditor’s valuation; or, if 
he is dissatisfied with the valuation, require the property to be sold, in 
which case the creditor can prove for any balance remaining aft(ir 
crediting the ])roceeds of sale. A secured creditor may at any time, 
by notice in writing, require the Trustee to elect whether he will or 
will not exercise his right to redeem the security, or to require the 
property" to be sold, and if the Trustee does not within six months of 
the receipt of the notice signify to the creditor, in writing, that he will 
exercise either right, then the property vests in the creditor at the 
estimated value that he has placed upon it. |'» 

If the security rests upon the estate of a tiiird i)erson, c.g. a guaran¬ 
tor, or is held on a separate estate against a joint debt, the security 
need not be valued, and the creditor may prove for the whole debt. 

Execution Creditors. —A creditor who has obtained judgment 
against a debtor may enforce the judgment by levying execution on the 
land or goods of the debtor, or by attaching debts due to the debtor. 
No such execution or attachment is valid against the O.R. or the 
I'rustce unless it is completed before the date of the R.O., and before 
the judgment creditor has had notice of the commission by the debtor 
of an available act of bankruptcy, or that a bankruptcy petition has 
been presented by the debtor, or b}^ his creditor or creditors. 

Partnership. —Firms, like individuals, are subject to the bankruptcy 
laws, but limited companies are not. Limited companies are wound 
up under the Companies Act, 1948, and the Companies {Winding-up) 
Rules, 1949. A petition may be presented, and a R.O. be made against 
a firm in the firm name, but the adjudication order is made against 
each partner separately. The partners must prepare a statement of 
affairs for the partnership, and each partner must prepare a statement 
of his separate affairs. There is a joint estate of the partnership assets 
primarily liable for the firm's debts, and the separate estate of each 
partner primarily liable for each partner's separate debts. The joint 
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partnership estate is first applied in payment of the joint partnership 
debts, and each partner's separate estate is first applied in payment of 
his separate debts. Any surplus on a partner's separate estate goes 
into the joint estate, if there is a deficiency on the joint estate, but the 
intention to transfer such a surplus must first be advertised in the 
Gazette. Should there be a surplus on the joint estate, it is divided 
among the separate estates in proportion to the right and interest of 
each partner in the joint estate. N^ere a R.O. is made against a firm, 
both the joint and separate creditors are summoned to the first meeting 
of creditors. The Trustee appointed by the joint creditors acts also as 
Trustee for the separate estates. 

The bankruptcy of one partner of a firm does not necessarily involve 
the bankruptcy of tlie firm, but, in the absence of any agreement to the 
contrary, it dissolves the partnership. 

Discharge of Bankrupt.—On conclusion of his public examination, 
a bankrupt may apply for an order of discharge from bankruptcy. 
The O.R. gives notice to every creditor of such an application. The 
Court may at its discretion grant, refuse, or suspend the order, or it 
may impose conditions prior to granting the order, such as that the 
bankrupt shall consent to judgment for a fixed amount, the judgment 
to be satisfied out of the after-acquired property of the bankrupt. 

If the bankrupt lias been guilty of felony, or miy misdemeanour, 
as specified in SS. 154-158, that will constitute grounds for refusal. 
The order may also be refused, or, if not refused, may be suspended, 
where the bankrupt is j^wn to have failed to keep proper books, or 
to have continued to tra* knowing himself to be insolvent, or to have 
contributed to his bankruptcy by rash speculation, or unjustifiable 
extravagance in living, or gambling, or culpable neglect of his business, 
or where any of the other facts specified in SS. 26 (3) and S. 27 have been 
proved against him. 

Under the Act of 1914, the failure to keep proper books of account 
might entail the refusal, or the suspension of the order of discharge, 
or the grant of it only upon terms. It did not amount to a misdemean¬ 
our, which may entail not only refusal of the order of discharge, but 
jirosecution as well, unless the bankrupt had previously been adjudged 
bankrupt, or had previously made a composition or arrangement with 
his creditors. Now, by the Bankruptcy (Amendment) Act, 1926, a 
person who for the first time becomes bankrupt, or in respect of whose 
estate a R.O. has been made will, after June 16, 1928, be guilty of 
a misdemeanour if, having been engaged in any trade or business 
during any period in the two years immediately preceding the date of 
the presentation of the bankruptcy petition, he has not kept proper 
books throughout that period and throughout any further period in which 
he was so engaged between the date of the presentation of the petition 
and the date of the R.O., or has not preserved all books of account so 
kept. The only escape from penalty will be proof that the omission to 
keep proper books is honest and excusable in the circumstances in 
which he traded, or where, in the case of a first R.O., the unsecured 
liabilities do not exceed £500, and in any other case £100. 
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The new Act further provides that, except in respect of retail sales 
made to the actual consumer, proper accounts must be kept of all sales 
and purchases with sufficient detail of buyers and sellers to enable the 
goods and the buyers and sellers thereof to be identified. This is an 
attempt to prevent “ long-firm ** frauds. The Act gives the Court 
unfettered freedom regarding the period during which a bankrupt's 
discharge may be suspended. 

Undischarged Bankrupt.— It is important that a bankrupt should 
obtain his discharge. 

Where an undischarged bankrupt either alone or jointly with any 
other person obtains credit to the extent of £in or upwards from any 
])erson without informing that ]>erson that he is an undischarged 
bankrupt; or engages in any trade or business under a name other than 
that under which he was adjudicated bankrupt without disclosing to 
all persons with whom he enters into any business transaction the name 
under which lie was adjudicated bankrupt: he shall be guilty of a mis¬ 
demeanour (S. 155). 

Official Forms.—The prescribed forms which the debtor must em¬ 
ploy when submitting his vStatement of Alfairs are shown on ])p. 705-712. 

JllusinUion, .From the following particulars prepare the Statement of 

A flairs and the Deficiency Account of S. P, Kndthrift. The Deficiency Acc(junt 
is to start at the commeiicemoiit of business. The K.O. was dated December 31, 
1950. 

Business Balances, December 31, T950:— 

Capital Account, £(">35 : Trade Creditors, /2,5oo; Expenses, /140: Kent 
(one year), £m)o ; Loan on Security Freehold House, /i,ooo; Bank Overdraft, 
£200 ; Bills J’ayable, /i ,000 ; Liabilitj-on Bills Discounted, ;^t, 5 oo (Estimated to 
rank, £350) ; Income Tax due, 194S—40, /200, 1949-50, £50 ; Rates (six months, 
£55'• of Workmen—Brown (six weeks), £36, Jcjnes (four weeks), £24 ; 

Salary of Clerk (three numths), £260; Cash in hand, £50; Bills Receivable, £190 
(Estimated to produce £150) ; Freelufid House, £1.500; Slock at Cost, £2,000 
(Valued at £t,2oo) ; Trade Fixtures at Cost, £300 (Valued at £100); Debtors: 
Good, £Sio, J 3 oubtful, £400 (Estimat€:d to produce 25%), Bad, £t,oio. 

Private Assets and Liabilities: Household Furniture, £480; Household 
Debts, £90; Life IVdicy for £2,000, Surrender Value, £150, held by Bank as 
security for overdraft. 

The business was commenced on January i, 1948, with a ('apital of £3,000. 
IVofit for 1948, £306; Loss for 1949, £292; Loss for 1950, £779. Drawings 
were £600 per annum. (Solution, pp. 711-712.) 



A.—UNSECURED CREDITORS. 

The Names to be arranged in alphabetical order and numbered consecutively. Creditors for /lo and upwards being 
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STATEMENT OF AFFAIRS 
At December 31, igjo . Date or Receiving Order, 
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LIST (K).—DEFICIENCY (OR SURPLUS) ACCOUNT. 


Excess of Assets over Liabilities on 
Janua^ i, 1948 

Net Profit arising; from carryiiiR on 
business from January t, 19481 to 
Deceinlier 31, 1950, after deduct¬ 
ing usual Trade Expenses . 

Income or Profit from other sources 
since January i, 1948 :— 
Private Assets brought in : 

Life Policy . . . /Ji.so 

Household 1 ^'urniturc . 480 

Deficiency as i>er Statement of 
AlTairs ..... 


i ^ 

s. 

d. 


/: 

s. 

d. 



Net Loss .irisin^ from cjirryiiig on 




ii 

!| 

il 

0 

0 

business from January i, 1948, to 
December 31, 1950, after deduct’ 
iiiK usual Trade Expenses— 




i. 



For the year 1949 . y(.292 




li 3 ()() 

c> 

f> 

Eor the year 1950 . 779 




ii 




1,071 

0 

0 




n.id Debts as per Schedule I 

1,310 

0 

0 




I 3 t^preciation of Stock-ii>-trade 

800 

0 

0 




Depreciation of Trade Fixtures 
Expenses incurred since January i, 

200 

0 


■ <*30 

i 

(> 

i j 


1948, other than the usual Trade 
Expenses, viz. household ex¬ 


i 


! I.7*'5 

ij 

|o| 

Cl 

penses of self and wife and three 
cthildren ..... 

1,890 

0 

0 


! 


Other losses and expenses : — 



Il j 

il 

j 

i 

1 ! 


Estimated loss on Bill Receivable 
Disc'-ounted .... 
Estimated loss on realisation of 

35‘> 

0 

0 


1 1 


Bills Receivable . . . ' 


0 

(1 


oi 

0 

1 

i 

i 1 

0 1 

i 1 

0 

t 


Notes. —(1) The Unsecured Creditors are composed of :— 


Trade .... 




L 

■ 2,560 

0 

d. 

0 

Expenses 




140 

0 

0 

Rent (six months) 




150 

0 

0 

Bills Payable 



. \ . 

. 1,000 

0 

0 

Income Tax, 1949-50 




30 

0 

0 

Salary in excess of /|20o 




(>o 

0 

0 

Household Debts . 




90 

0 

0 






0 

0 


(2) The Preferential Creditors are restricted as follows :— 


Rent (only six months recoverable by distraint) 
Income Tax (only one year preferential, but any one 
year may be chosen), 1948-49 .... 

Brown, workmen's wages. . . . . . 

Jones ......... 

Salary (not to exceed £200 in respect of any clerk or 
servant) ........ 

Rates ........ 


£ 

s. 

d. 

150 

0 

0 

200 

0 

0 


0 

0 

24 

0 

0 

200 

0 

0 

55 

0 

0 

^665 

0 

0 


The balances are included with the unsecured creditors. 

(3) Subject to the costs of the bankruptcy, there is ^2,725 available to meet 
the claims of unsecured creditors, amounting to 
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The Trustee. 

Appointment.—After the debtor has been adjudicated bankrupt, 
the O.R. acts as Trustee until some other person is appointed so to 
act. Any person may be appointed by the creditors by ordinary 
resolution, or they may leave the appointment to the C. of I. The 
Board of 'I'rade may object to the person appointed if his connection 
with the debtor, or any creditor, or his personal interest in the debtor's 
estate would make it difficult for him to act impartially; or if he has 
previously been removed from a trusteeship for misconduct; or if his 
appointment was irregular. Should the creditors fail to appoint a 
Trustee, the Board of Trade may do so, but the creditors or the C. of I. 
may, at any time, substitute their own for the Board s nominee. The 
Trustee's apf)ointment must be gazetted and advertised in a local paper. 
A 'I'rustee is required to give such security as the Board of Trade may 
require, and with the creditors' consent the premium on the guarantee 
])ond may be charged against the estate. The amount of the bond 
may be reduced from time to time with the consent of the Board of 
I'rade. 

Duties.—The Trustee's duties are to take possession of the debtor's 
property, realise it, and apply the proceeds in paying: (a) the costs of 
the bankruptcy, including his own remuneration, (/;) the creditors, and 
(f) returning any surplus to the debtor. 

Powers.—By S. 54, ^l^rc any part of the property of the bankrupt 
consists of land of any ^lure burdened with onerous covenants, of 
shares or stock in companies, of uni)rofitable contracts, or of any other 
property that is unsaleable, or not readily saleable, by reason of its 
binding the possessor thereof to the performance of any onerous act, 
or to the [)ayment of any sum of money, the trustee, notwithstanding 
that he has endeavoured to sell or has taken possession of the property, 
or exercised any act of ownership in relation thereto, may, by writing 
signed by him, at any time within twelve months after the first appoint¬ 
ment of a trustee, disclaim the property; provided that where any such 
property has not come to the knowledge of the trustee within one 
month after such appointment, he may disclaim such property at 
any time within twelve months after he has become aware thereof 
or such extended period as may be allowed by the Court. This power 
is knowm as the right of disclaimer, and its effect is to determine, as 
from the date of disclaimer, the bankrupt's rights and liabilities in 
respect of the property disclaimed, and also to discharge the trustee 
from all personal liability in respect of the property as from the date 
when the property vested in him. 

By S. 55, a Trustee has power to sell the bankrupt's property by 
auction or private contract; to execute powers of attorney, deeds, and 
other instruments; to deal with any entailed property to which the 
bankrupt is beneficially entitled in the same manner as the bankrupt 
might have dealt with it; to apply to the Court for direction in cases of 
need, etc., as set out in the section. 
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By S. 56, the Trustee may exercise other powers, but only with 
the permission of the C. of I. These include power to carry on the 
bankrupt*s business so far as it may be necessary for the beneficial 
winding-up of the estate; to bring or defend actions relating to the 
bankrupt's property; to employ a solicitor or other agent to take any 
proceedings or do any business sanctioned by the C. of I.; to com¬ 
promise with creditors, etc., as detailed in the section. 

Remuneration.—The creditors, by ordinary resolution, may fix the 
Trustee's remuneration, or they may leave it to the C. of L It must 
take the form of a commission or percentage, of which one part is 
payable on the amount realised by the Trustee, after deducting any 
sums paid to secured creditors out of the proceeds of their securities, 
and the other part on the amount distributed in dividends. 

Dividends.—The first dividend must be declared and distributed 
within four months following the conclusion of the first meeting of 
creditors, unless the Trustee satisfies the C. of I. that there is sufficient 
reason for postponement. Subsequent dividends must, in the absence 
of adequate reasons for not doing so, be declared and distributed at 
intervals of not less than six months. 

Final Dividend and Release.- When the Trustee has realised all 
the property of the bankrupit, or so much thereof as, in the joint opinion 
of himself and the C. of I., can be realised without needlessly protracting 
the trusteeship, he must declare a final dividend. Having distributed 
this dividend, or whenever for any other ' »on his trusteeship ter¬ 
minates, e,g, by resignation, or removal by tj|[ Board of Trade, he may 
apply for his release. Before doing so, he must give notice to all 
creditors who have proved their debts, and must send with the notice 
a summary of his receipts and payments as Trustee. The order 
granting the release must be gazetted, and is not effectual until the 
Trustee has delivered to the O.R. all books, papers, documents, and 
accounts relating to the bankruptcy. 

Unclaimed dividends must, after the expiration of six months, be 
paid into the Bankruptcy Estates Account at the Bank of England. 

Fraudulent Preference.- One of the objects of bankruptcy law is 
to secure a rateable division of the debtor's estate amongst his creditors 
by preventing a debtor from paying one creditor to the prejudice of 
others. So every payment made, or transfer of, or charge on, property 
given to a creditor by a debtor who is unable to pay his debts as they 
become due is void against the Trustee if the debtor is adjudged 
bankrupt on a petition presented within three months from the date 
when the payment was made, or the transfer or charge was executed. 
To make such a payment, transfer, or charge void, the dominant 
motive of the debtor must be to give a preference. If the creditor 
puts pressure on the debtor by taking legal proceedings against him, 
the Trustee will not be able to set aside the payment; nor is there 
a fraudulent preference where it is the debtor's object to save himself 
from exposure or prosecution, or td' revive an undisputed debt, or 
make good a breach of trust. 



ESTATE CASH BOOK. 


INSOLVENCY 


715 







HIGHER BOOK-KEEPING AND ACCOUNTS 


















INSOLVENCY 


717 


(Trading Account.) 

THE BANKRUPTCY ACT, 1914. 

IN THE HIGH COURT OF JUSTICE. 


In Bankruptcy. 


No.of 19... 

AV ., a Baiikrupt- 

.. the Trustee of the property of the Bankrupt in account 

with the Estate. 


1)K. 


Ck. 


Dale. 


Receipts. 


1! 

!: L 


iJ^.| 
! ! 


Date. ! 

I 


Payiiieiits. 


L 


s'U. 


I 

! 





.. Trustee. 

Date . I 9 -- 

VVe have examined this Account with the vouchers, and find the same correct, 
and we are of opinion that the expenditure has been proper. 


.^Committee of Inspection. 


Books and Accounts. 

Record Book.—Prior to the appointment of the Trustee, the 
O.R. will open the Record Book, for the purpose of recording all resolu¬ 
tions and minutes of meetings, copies of notices and other documents, 
and all such papers, except confidfential documents, as may be necessary 
to furnish a true history of the administration of the estate. 
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HIGHER BOOK-KEEPING AND ACCOUNTS 


Cash Book. —The O.R. will also have opened the Cash Book, a 
ruling of which is shown on pp. 715-716. All moneys received must be 
paid into the Bankruptcy Estates Account at the Bank of England, unless 
the Board of Trade, on the application of the C. of 1 ., allows an account 
to be opened at a local bank. 

Trading Account. —If the business of the debtor is carried on, a 
Trading Account must be kept. This is on a cash basis as shown 
on p. 717. The weekly totals of this account are incorporated in the 
'' Other Receipts ’* and Other Payments columns of the Cash Book. 

Audit of Trustee’s Accounts. —The Trustee must submit his books, 
accounts, and vouchers to the C. of I. at least once every three months, 
and the Committee must audit the Cash Book and append its certificate 
thereto on the day of auditing. 

At the expiration of six months from the date of the R.O., and at 
the expiration of every succeeding six months thereafter until his 
release, the Trustee must transmit to the Board of Trade for audit a 
copy of the Cash Book in duplicate for such periods, together with the 
necessary voucliers and copies of the audit certificates of the ('. of 1. 
The Trustee is also required to forward at the first audit of his accounts 
by the Board of Trade an office copy of the front sheet (tlK‘ summary) 
of the debtor’s Statement of Affairs, and of sheets B, C, F, G, and 11 , 
showing thereon, in red ink, the amounts '*^ceived, and explaining 
the cause of the non-realisation of such asse i '"may remain unrealised. 
At each audit, the Tnistee must fonvard a r\ ort on the position of the 
estate. 

Accounts to Creditors. —A statement showing the position of the 
estate must be sent to each creditor together with the notice declaring 
a dividend. A final statement of the position of the bankruptcy also 
accompanies the notice to creditors of the Trustee's intention to apply 
for his release, and usually it is joined to the notice declaring a final 
dividend. Any creditor may, with the concurrence of one-sixth of 
the creditors (including himself), at any time call upon the Trustee, or 
O.R., to furnish and transmit to the creditors a statement of the 
Accounts up to the date of such notice. The official form appears 
on pp. 718-719. 


Illustration .—In the mailer of the estate of S. P. Endthrift (see p. 711), the 
Trustee was authorised by the C. of 1 . to postpone the declaration of a dividend 
until the whole estate had been realised. A first and final dividend was 
accordingly declared on August 30, 19... The Trustee's remuneration was fixed 
3% on the amount realised and 2% on the amount distributed in dividend. 
On p. 721 is given the statement accompanying the notice of the final dividend 
and the application for release. 



TRUSTEE'S FINAL SUMMARY OF RECEIPTS AND PAYMENTS. 
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HIGHER BOOK-KEEPING AND ACCOUNTS 
Deeds of Arrangement. 


Arrangements are frequently made between insolvent debtors and 
their creditors without invoking the aid of the bankruptcy laws. 
The object of these arrangements is to avoid the publicity, expense, 
and stigma of bankruptcy proceedings. 

Usually, a formal deed is drawn up and a Trustee appointed. The 
usual terms of a Deed of Assignment provide that the debtor shall 
assign all his property, or so much thereof as is specified in the deed, 
to a trustee in trust to realise the property, pay the expenses of realisa¬ 
tion, and divide the balance rateably, as in bankruptcy, among the 
creditors assenting to the deed. In consideration, the creditors under¬ 
take to release the debtor from the unpaid balance of their claims. Or 
the agreement may take the form of a Deed of Composition, under 
which the creditors agree to accept a portion only of the amount due 
to them, payable l:>y stated instalments, and agree not to sue unless 
default is made, and to release the debtor from his liabilities on payment. 

Only such creditors as assent to deeds of this kind are bound by 
them, whereas bankruptcy automatically concerns all creditors whose 
debts are provable in the bankruptcy. Moreover, as the execution of 
these deeds usually amounts to an act of bankruptcy on the part of 
the debtor, any creditor whose debt exceeds £50, and who has not 
assented to the deed, can bring it to b* )resenting a bankruptcy 

petition against the debtor. If a R.O. is madv within three months of 
the execution of the deed, the deed bec.> J void, and the Trustee 
under the deed must account to the Truife under the bankruptcy 
for all moneys, etc., received on behedf of thS lebtor s estate. 

Deeds of Arrangement are governed by the Deeds of Arrangement 
Act, 1914, and the Rules made pursuant thereto. The Act provides 
that a D. of A. is void unless it is registered with the Registrar of Bills 
of Sale within seven clear days after the first execution thereof by the 
debtor or any creditor. Further, if the deed is expressed to be, or in 
fact is, for the benefit of the debtor's creditors generally, it is void 
unless, within twenty-one days of registration, a majority in number 
and value of the creditors have assented to the deed. 

The Act further provides for the giving of security by the Trustee 
unless this precaution is dispensed with by a majority in number and 
value of the creditors. 

The Trustee must annually transmit to the Board of Trade, within 
thirty days of the anniversary of the date of the registration of the deed, 
an account of his receipts and payments. Where the business of the 
debtor is carried on, he must keep a separate account of the trading 
receipts and payments, and carry the totals into the yearly account. 
Distributions of dividend, or instalments of composition, must be 
entered in the Trustee's Account in one sum, and be supported by a 
statement showing the claim of each creditor, and the amount of 
dividend or composition due to each, distinguishing between those 
paid and those unpaid. 

When a debtor intends to propose a scheme of arrangement or 
composition to his creditors, it is usual for a Statement of Affairs to 
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be drawn up on similar lines to the Statement of Affairs in bankruptcy, 
but no official form is prescribed for the statement. When prepared, 
the statement is submitted to a meeting of the creditors, together with 
particulars of the scheme proposed. These private schemes must not 
be confused with .schemes officially sanctioned by the Coiirt in bank¬ 
ruptcy. The following is a common form of Statement of Affairs in 
these cases. 

Name . 

Address . 


DEBTOR’S STATEMENT OF AFFAIRS. 


Date 


Liabilities. 
Unsecured Creditors :— 
Trade 
Cash . 

Creditors fully securetl 
Kstinuited Value of Se¬ 
curity 

iuirplus to contra 


Oeditors ]iartly secured 
Less Estimated Value of 
Security 


Liabilities on Hills di$(!Ounled, 
which it is expected will rank 
against the Estate for Dividend 
Contingent or other Liabilities 
Creditors for Rent, Rates, Taxes, and 
Wages, deducted from ctiutra Sur¬ 
plus ..... 



Assets. 

Cash in hand 
Cash at Bank 
St<jck-in-trade, at cost 
Hook 1 )ebts :— 

(im)d 

J>oubtfiil . 

Had . 


hL 


Estimated to realise 
Plant and Machinery 
Trade Fixtures and Fittings . 
iJousehold Furniture 
Life Policies ... 

Hills of Exchange or other Securities, 
estimated to produc.e . 

Surplus fn>m .Sec.uritie.s in hands of 
Creditors, see contra . 

Other Assets .... 

Deduct Preferential Claims, as per 
contra ..... 

Deficiency .... 


EXAMINATION QUESTIONS. 

!• Stale the ground on which a person can be made l>ankrupt, and to what 
persons the bankruptcy laws apply. (Uoyal Society Arts.) 

2. State any tliree “ acts of bankruptcy ” upon which a petition can be 
founded. 

3. Summarise the cases in which a debtor commits an act of bankruptcy. 
(Royal Society Arts.) 

4. When is tlie Official Receiver trustee in a bankruptcy ? (Chartered Ac¬ 
countants.) 

5. In what circumstann^s will tin adjudication in bankruptcy follow the 
making of a receiving order against a debtor ? What will be the immediate effect 
of the adjudication as regards the property of the debtor? (Chartered Ac¬ 
countants.) 

6. Give specimens of tlic forms of accounts to be used in the Statement of 
Affairs required to be filed by a bankrupt. (Chartered Accountants.) 

7. Describe the differences which exist between a Statement of Affairs and a 
Balance Sheet. Give a specimen of tie former account, and explain how it is 
prepared. {Royal Society Arts.) 
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8 . Sketch the “ Summary Sheet " and the " Deficiency Accounts " of tin 
Statement of Affairs. Supposing tlie debtor shows a surplus of assets over liabili 
ties, is the Deficiency Account still required to be rendered, and how sliould it b< 
set out? (Chartered Accountants.) 

9. Robert Blank has filed a petition in bankruptcy. He has prepared i 

Statement of Affairs w’hich discloses a deficiency of Is any furthe: 

statement necessary ? If so, submit a pro-forma account based upon figure: 
which explain the above deficiency. (Royal Society Arts.) 

10. What classes of creditors are entitled to preferred treatment in bank 
ruptcy, and in what order do the\’ rank for payment ? 

11. Before his bankruptcy the debtor owed to a workman in his employ 
meiit as compensation for injuries; he also owed £2.0 for rates, and £\vi to his 
servant for wages. Should the trustee give these debts any priority over ordin 
ary debts, and, if so, in what order should they rank for payment ? 

12. Distinguisli between a deed of arrangement and a scheme of compositior 
in bankruptcy, particularly with reference to the extent of the control to bt 
exerci.sed by the Board of Trade in either case. (Incorporated Accountants.) 

13. What power have the creditors to accept a com]K\sition or scheme after ar 
adjudication of liankruptcy, and what proceedings and cons(*quences folkjw upon 
its adoption ? (Incorporated Accountants.) 

14. State the provisions of the Deeds of .-irrauf^ement Act, loi^, as to: («] 
the transmi.ssion of the trustees' accounts to creditors: and (h) the audit of hif- 
accounts. (Incorporated Accountants.) 

15. On what grounds may the Board of Trade object to the appointment of a 

trustee in bankruptcy, and in what manner may the validity of such objection bt 
tested ? (Incorporated Accountants.) . 

16. What power has a trustee in bank^V^ ..-^Taim any and what portions 

of the property vested in him ? In whM’n? wdtliin what time, must 

such disclaimer be exercised? (Incorponu^d-^ 

17. Give a skeleton of the account wliich usteo in a bankruptcy must 
send with the notice of a final dividend. (Charteni Accountants.) 

18. What books and accounts must be kept by a trustee in bankruptcy, 
and by whom and how often are they to be audited ? (Chartered .Accountants.) 

19. What facts or figures should be showm by the trustee in tlie Record Book, 
and how do the Bankruptcy Rules provide for its audit and inspection ? 

20. Give the headings (without rulings) of the (?ash Account of a trustee in 
bankruptcy to be filed with the Board of Trade. State shortly in what manner 
you w^ould consider the form might be amended or simplified. (Chartered Ac^ 
countants.) 

21. bankrupt wishes to obtain his discharge. State shortly: (a) the steps 
he must take to obtain such an order, and (b) the effect of the order when obtained. 
(Incorporated Accouniants .) 

22. (iive a short account of bankruptcy proceedings from the time when they 
are started until the discharge of the bankrupt. (Chartered Institute Secretaries.) 

23. Prepare A B's Statement of Affairs from the following particulars : Assets 
—Cash, £y. Household Furniture, valued at £50 ; Sundry Debtors (Good, ;£5o; 
Doubtful, £600 (estimated to realise £^00)), £1,^00; Investments (estimated to 
realise £^9S)\ £400. Liabilities—Debts: Fully Secured (security expected to realise 
£i,0oo), £j,ooo; Partly Secured (security expected to realise ;^2,5oo), 5^3,000; 
Unsecured Creditors. ;£i,8oo; Last Quarter’s Rent, £50; Last Month’s Salaries, 
£100. 

The excess of assets over liabilities on January i, the last occasion when his 
books were balanced, was £500. A B attributes his insolvency to loss on trading, 
and places his household expenses since January i at £350. Show the dividend 
which may be expected by the creditors after allowing for £100 costs. 

24. What is the position of an undischarged bankrupt as regards obtaining 
credit and engaging in trade ? (Chartered Accountants.) 
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25. X Y Z filed his Petition in Bankruptcy on January 13. Prepare the front 
sheet of his Statement of Affairs from the following particulars :— 

Unsecured Creditors, ;^36,942; Fully Secured Creditors, £^,000, secured by a 
Mortgage on the Debtor's Freehold Factory, which he values at £7,^00 ; Partly 
Secured Creditors, ;£8,762, secured by the deposit of forty 5% War Loan Bearer 
Bonds of £100 each (market price 84 }^); Liability as indorser of an Accommoda¬ 
tion Bill for £^50, expected to rank in full; Rates and Taxes due, £7^. 

The debtor stated his Assets as follows: Cash in hand, £12 ; Cash at Bank, 
£10; Book Debts—Good, £<),682-, Doubtful, £^,(^'2, estimated to be worth 
75. 6 d. in the £ ; Stock-in-Trade, valued at ^^2,642 ; Machinery and Plant, valued 
at ^4,241 ; Life IVdicy, surrender value, £^2 ^; Bill Receivable, estimated to 
produce ;£ioo. (Royal Society Arts.) 

26. From the undermentioned particulars prepare the Statement of Affairs 
of W, & Co. as at September 30. 

Unsecured Creditors, /i3,ooo; Cash in hand, £s<^ \ Bills Receivable, ;£i7o, 
estimated to produce £\oo\ Book J.)ebts—(jood, £2,^00 \ Doubtful (estimated 
to produce 3^3.750), ;£5,ooo; Creditors Partly Secured, £G,ooo, value of security, 
^£4,000; Creditors Fully Secured, 3^9.500 (value of security held, 2,000); Stock- 
in-trade (estimated to produce £^,7^0), ;£4,25o: Preferential Creditors--Rent, 
£L35o (annual rent. £1,206 ); Manager's Salary (for nine months), £7^0 ■, Invest¬ 
ments, estimated to produce £900 ; Contingent liability on uncompleted Contract, 
/^i,5oo. (Incorporated Accountants.) 

27. From the undermentioned particulars prepare Statement of Affairs and 
Deficiency Account of A B as at September 30, if)..., for submission to his 
Creditors:— 

Creditors Unsecured. 3^150,000; Crcnlitors Partly Secured, £^0,000 \ Creditors 
Fully Secured, 3^200; Liability on ^lills Receivable (estimated to rank in full), 
£7,000 : Mortgage on Free)' ’ ^ 4 '^ ^ £20,000 ; Preferential Creditors, £6,000 ; 

Debtors—Good, 3^40,000 ; estimated to produce 3^4,000), £20,000 \ 

Consignments (good), ,d)fejT^^stimated to produce ;£20,ooo), £So,ooo; 

Shares (good), £y2,ooo\ CaH;j^uy!oo'; Freehold Premises (estimated to produce 
yj28,5oo), y;2f),ooo; MachincT^jMretimated to produce 3^24,000), £30,000; Fixtures 
(estimated to produce £3 ,ooo)l^'6,ooo. 

A B's Capital on previous October T was £100,000. The profits of the two 
years were £t> 1,000, and his drawings amounted to £137,200. (Incorporated 
Accountants.) 

28. Samuel Hobson, in business in the City, finds himself insolvent. From 
the various books and papers in his possession tlie following particulars as to 
his financial position are forthcoming. I’repare the Statement of Affairs for 
submission to his creditors and a Deficiency Account in the ordinary form. 

Sundry Debtors (Good, £1.280; Doubtful, £2,Hoo, estimated to produce 
£1,000; Bad, £700), £4,780; Sundry Freehold Houses, etc. (estimated to produce 
£2,000), £3,300 ; Sliares—7,000 Ordinary Shares in the Cable Telegraph Compan^^ 
valued at par. £1,000; Mining and Raihva)^ Shares (2,500 are held as security by 
partly secured creditors and the balance by fully secured creditors), £9,450; Loss 
through the unsuccessful defence of an action at law^ £5,420; Business Expenses, 
£3,200; Creditors: Unsecured, £16,740; Partly Secured, £5,420; Fully Secured, 
£3,110; Preferential claims for Salaries and Rent, £500; Private Drawings, 
£1,200; Samuel Hobson Capital Account, £3,800; Cash at Bank, £420; Bills 
Receivable, good, £800. (London Chamber Commerce.) 

29. James Micawber became bankrupt. From the following particulars 
prepare his Statement of Affairs and Deficiency Account: Unsecured Creditors— 
Trade Debts, £8,500; Household Debts, £160. Trading Profits and Losses— 
First Year, I’rofit, £2,000; Second Year, Loss, £1,000; Third Year, Loss, £600; 
Fourth Year, I’rofit, £300; Fifth Year, Loss. £2,300. Yearly'Drawings, £800; 
Fully Secured Creditors (holding securities estimated to produce £10,000), £7,000; 
Liability on Bills Discounted (of w'hich £100 is expected to rank), £t,o6o; Credi¬ 
tors for Rent, £150; Creditors for Rates, £30; Book Debts (Good, £t,ioo; 
Doubtful, £i ,000, expected to produce £600; Bad, £t8o), £2,280; Bills Receivable, 
good, £650; Cash at Bank and in hand, £15: Stock (estimated to produce 
£1,750), £2,100; Capital at commencement of first year, £4,983; Household 
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Furniture (estimated to produce £550), £joo; Office Furniture (estimated tc 
produce £100), ;ii68. 

30. Prepare from the undermentioned particulars, as on December 31, g 
Statement of Affairs, in the prescribed form, to present to a meeting of the 
creditors of S. Brook: Furniture and Fittings, £2^0, valued at £100; Cash at 
Bank (Current Account), £10; Cash in hand, £4 ; Sundry Debtors, £2,500 (Good, 
£1,000; Doubtful, £1,000. valued at £500; Bad, £500, valued at nil); Bills oJ 
Exchange, £300, valued at £100; Stock-in-Trade, valued at £950, less 20% ; 
Household Furniture, valued at £850; Life Policy for £1,500 (surrender value, 
£55^)» held by the Bank as security for loan ; 500 fully paid shares of £1 each, 
valued at par, in the Blankshire Biograph Company, Ltd., held as security by 
R. Brown; Trade Creditors, unsecured, £3,*>50; Loan from Bankers, £500 (se^ 
cured as above) ; Loan from K. Brown, £600 (secured as abov('); Rent due, £150 ; 
Rates, £25 ; Wages (preferential), £10. {Royal Society Arts.) 

31. A business carried on under the style of Wood and Smith finds itself in 
difficulties, and instructs you to prepare a Statement of Affairs for submission to 
a private meeting of the creditors. 

The following x>^*^rticulars are obtained from the books, as at February 1 : 
Unsecured Creditors, £23,000 5.S. ixl.’, Lcjan from A, £2,000; Creditors partly 
secured, £4,600 (estimated value of se'curity, £4,000): 1 ’referential Claims, 

£240 I2A*. t)d.\ Stock-in-trade, £1,500 8.%.; Cash at Jkink, £270 14.S. zd.\ Casli in 
hand, £65 4s. iod. \ Fixtures, £400; Debtors: (iood, £820; Bad, £72 155. 9</.; 
Doubtful, £41 5.9- 

As regards the .separate estates. Wood had no creditors nor assets, and Smith 
was a limited jiartner with £1,000 in the business. With respect to the loan A had 
lent the £2,000 without security and under an arrangement whereby lie was to 
receive interest varying with the profits. {Incoi poroted Accountants.) 

32. Henry Jones filed his petition inci.^llir*; V on June 30. His books 

showed the following balances: 0/*8 madt' ^ 


Cash in hand .... ' "c-'* ^ 

A 

JO 

* 

Fixtures and Fittings (estimated to prodiic<\ • ^) 

250 


Stock-in-trade (estimated to produce £1,200)^ 5 . 
Sundry Creditors : Open Accounts 

i,Soo 

2,000 

Sundry Creditors : Piills Payable 

Sundry Debtors ...... 

. 5,000 

2,200 

(Good, £1,000; Doubtful, £2,000, estimated 

at 


50";,; Bad, £2,000) 



Bank 0 \'erdraft ...... 


1,200 

Capital ....... 


1,660 


£7,060 

ly.oCf' 

Liability on bills discounted, £500, £100 expected 

to rank. 

His household 


furniture, etc., was valued at £250. He owned the house he lived in—it was 
valued at £750—and he had a mortgage tm it of £600 at 4%. Interest paid to 
December 31 previous. I’rcferential creditors amoiintt^d to £35 (included in 
Sundry Creditors), and £15 for rates on his house. 

Prepare a Statement of Affairs. (Chartered Accountants.) 

33. A finds, by the following summary of assets and liabilities of his business, 
that he is insolvent, and on October 15 files his own petition in bankruptcy. 
Prepare his Statement of Affairs for presentation to his creditors. 

The Bank's overdraft is secured by the deyiosit of deeds representing his free¬ 
hold properly (valued for the purpose of the Statement at £0,ooo), and dock 
warrants for Stock of the value of £2,383 105. lod. 

W. Smith's loan is secured by an assignment of a j^olicy on A'slifc valued at 
£100. 

Ihere are contingent liabilities on bills discounted amounting to £598 175. 2d,, 
of which the sum of £229 135. ^d. is expected to rank. 

Of the Book Debts, A states that £144 aVe bad and £365 doubtful; he estimates 
the value of the latter at £178. 
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Of tlie Bills Receivable, he estimates that the sum of £2^"^ 3.9. yd. is bad. 

A has private debts, amounting to ^^389 5.9. 3^., and has private assets con¬ 
sisting of the above-named policy and household furniture valued at 

SUMMARY OF ASSETS AND LIABILITIES. 


Liabilitiks. 



Asset.s. 





£ 

5 . 

d. 


£ 

5 . 

d. 

Sundry Creditors 

23..508 

7 

6 

Cash in hand 

29 

2 

7 

Bank Loan 

6,897 

3 

6 

Petty Cash in hand 

2 

13 

9 

W. Smith, Loan 

5«9 

2 

6 

Stock at cost 

• 9.«52 

8 

7 

H. Jones, nine months’ 




Fixtures and Fittings 

329 

7 

2 

rent to September 29 

150 

0 

0 

Ofhee Furniture. 

262 

8 

0 

liates, six months’ to 




Horses and Carts. 

6S2 

5 

0 

March 31 

32 

3 

6 

Sundry Debtors 

• 5.280 

3 

5 





Bills Receivable. 

■ 4.283 

3 

7 





I'reehold Proj)crty 

• 9,589 


7 


£31,2()6 


0 1 


^27.319 

14 

8 


{Chartci't'd Accountants.) 


34. A trustee of a bankrupt estate, with liabilities of 18,000, has completed 
his realisation of the estate, and prepares to close the matter. His receipts have 
been: From Stock-in-Trade, £1/250-, Book Debts, £5,100; Jewellery Pledged, 
£700 : Trading, £7,000 ; Hoiiseludd Furniture, ^£450 ; Freehold Buildings, ;f3,ooo. 
His payments have been: Costs of Petition, /^4o: Auctioneer's Costs, £1^0; 
Shorthand Writers’ Charges, ;£i5 Trading Payments, £^,250 -, Mortgage on 
Freehold, £2,000; Board <*'es, ; Notices in Gazette, etc., £5; To 
redeem Jewellery, ;£4oo. 

The Committee allow ti.v ,^|‘j . dfetfion of the tru.stee at a commission of 3% 
on a.ssets realised and 3% H di.stribuled. Without providing for further 

payments, you are required «^rite up the Estate Cash Book, showing the final 
close of the estate. You inuiyassume that all items have been received from or 
paid to Bank, but analysis columns may be dispensed with, (hicorporated 
Accountants.) 


35. A receiving order was made against A. Boot, on 

June 25. 

The following 

the balances of his books at that date:— 


£ 

£ 

Unsecured Creditors ...... 


3.940 

Capital Account, A, Boot ..... 


700 

J. Smith, Loan Account ..... 


594 

W. Jopp, Ix).'in Account ..... 


12,654 

Stock ........ 

4 HT 3 


Fixtures and Fittings. ..... 

230 


H. Finlay (Rent one year) ..... 


3.50 

H. Jones, Manager (£150 per annum) . 


100 

Collector, Rates and Taxes .... 


85 

('ash in hand and at Branches .... 

j 10 


Horses, Carts, etc. ...... 

251 


Bill Receivable ....... 

169 


Sundry Debtors ...... 

2,446 


Cash at Bank ....... 

35 e> 


Freehold and other Property .... 

5.000 


Policy of Insurance (Surrender Value) . 

>.778 


Profit and Loss ...... 

776 


Drawing Account, A. Boot .... 

1,219 


Interest on Loans ...... 

1.925 


Contingent Liability on Bills Discounted, ;£358 not 
expected to rank 

.A 


/> 8,393 

8,393 
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On January i previous, there was a surplus of assets of ;f7oo. J. vSmith holds 
a first charge on the policy of insurance. W. Jopp holds a second charge thereon, 
and also a charge on the Freehold and Leasehold Property. The Stock, for the 
purposes of the Statement, is valued at £3,500. Of the Book Debts, £291 are 
doubtful, and are estimated to produce £100; £287 are bad. The loss on trading 
between January i and June 25 was £776. 

Make out the Statement of Affairs and the Deficiency Account in the forms 
required under the Act. {Chartered Accounfants.) 

36. A trader files his petition in bankruptcy on June 30, iq..., and you are 
instructed to prepare his Statement of Affairs. The information you are able to 
obtain as to his position is as follows:— 

The Stock-in-trade at cost is £7,200, of which £600 worth is in the hands of a 
creditor for £t,ooo, who is entitled to exercise a lien; Book 1 )ebts—Good, £9,750 ; 
Doubtful, £120 (worth 6 s. M. in the £); Bad, £150; Fixtures and Fittings (after 
depreciation), £230; Cash in hand, £10; Bills Receivable, £i, 100 (held by Bankers 
against overdraft of £.j.ooo, the balance of which is secured by a second charge on 
debtor’s freehold property and by the guarantee of his brother) ; Customers’ bills 
under discount, £1,500, of which £200 is ascertained to be bad, and £100 is 
doubtful; h'reehold I^roperiy, £3.000, subject to a first mortgage of £2,000. The 
Unsecured Creditors amount to £29,000, in addition to claims for Rates, Taxes, 
and Wages amounting to £240. The Stock-in-Trade and the Bo(ik Debts (outside 
the bills) are estimated to be worth 75“o of their face \'alue, and the freehold 
property, which cost £2,800, is valued at £2,200. Subject to the modifications 
above statexi, the assets are worth their book values. 

You learn that the debtor had a surplus of assets of £5,000 on January 1, 
IQ..., since when he has withdrawn £3,000 per annum in equal monthly instal¬ 
ments. His profits for year ended December 31, 19..., were £2,100, and for the 
next year, £420, since which time he has nr‘ pade up his books. 

From these details you are required to .“^V-rly as may be in statutory 

form: (a) Statement of Affairs: marly y* Account. (Incorporated 

Accountants.) 

37. From the following figures prepare Stat& .'^t of Affairs and Deficiency 
Account as at December 31. As.sume that the 3.C ek realises two-thirds of its 
value, the Fixtures one-half, the Shares par, and zr Doubtful Debts one-third. 
On January 1, two years ago, the debtor commenced business with a capital of 
£3* 175- ffis profits for the first two years amounted to £2,027 

drawings were £1,500 a year. 

Cash, £115 105 . ; Stock-in-trade, £500; Debtors—Good, £3,500; Doubtful, 

£900; Bad, £750; Fixtures and Fittings, £282; Shares, £250; Creditors, un¬ 
secured (including £950 for wdfe), £6,950; ('redilors, secured, £1,25'^'’ Value of 
securities held by creditors, £1,750; Preferential Claims for Rent, .^ates, and 
Taxes, £95. (Incorporated Accountants.) 



Chapter XIX 


ASSURANCE ACCOUNTS 

The term “ Assurance " should be confined to the making of provision 
against events that are bound to happen, e.g. death; the term “ In¬ 
surance to provision against events that may or may not happen, 
e.g. loss by fire. Technically, the first term is confined to Life Assur¬ 
ance and the second to contracts of indemnity entered into against loss 
from “ perils of the sea ” (Marine), Fire, Personal Accident, etc. 

Definition.—A contract of life assurance is not a contract of in¬ 
demnity. It is a contract, evidenced by a document, termed the 
Policy, whereby the assurer (the assuring company), in consideration 
of the payment of a premium by the assured (the person assured) agrees 
to pay a specified sum (with a share of the C'ompany s profits, if the 
policy be a participating one) on the occurrence of a stated event in the 
life of the assured. The event may be: (a) the reaching of a certain 
age, or {h) death ; and the prenTiium may be: (a) a sum down, termed 
a single premium, or [F r'l-’ iL f annual payments termed annual 
premiums, to be made d during a stated part of the life, 

of the assured. Annual)c^^jj^^.3? niay by arrangement be j^aid half- 
yearly, quarterly, or eve^*||Konthly, the company charging a slightly 
iiigher rate for the accop.ji 3 K)dation. 

The policy is based upon a Proposal Form, issued by the company. 
This form contains a series of questions to be answered by the proposer. 
I'lie utmost faith must be observed in answering these questions, and, 
in addition, the proposer is bound to disclose any material facts not 
brought by the questions which the compan}^ ought to know in 
order to L able precisely to estimate the risk. Wilful errors in state¬ 
ments of fact, or the suppression of material facts, render a contract 
of life assurance liable to be declared void. Contracts of this kind are 
known as contracts uherrimes fidei, i.e, of the utmost faith. 

Classes of Life Assurance.—Life Assurance is divided into two broad 
classes, viz.: (a) Ordinary ; {b) Industrial. In the first class, the prem¬ 
iums are paid either directly to the company or through the agent who 
effected the assurance on behalf of the assured, and the sum assured is 
rarely less than £50. In the second class, the premiums are collected 
weekly or monthly from the assured by house-to-house visitation, and 
the sum assured may be as low as £1. 

Kinds of Offices.—Life offices are divided into two classes: (a) 
Mutual offices; (/>) Proprietary, or rather. Mixed offices. A mutual 
office is one wherein the participating policy holders themselves form 
the proprietors, and the whole of the profit is divided amongst them. 
A mixed office is a limited comiAny, whose capital is subscribed in 
the ordinary way, the profits being divided between the shareholders 
A A 729 
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and the participating policy holders in a ratio varying from 8o to 95^, 
to the participating policyholders and the remainder to the shareholders 

Those offices which have combined for the purpose of fixing agrees 
uniform rates for various kinds of risk are termed Tariff Offices, Office 
outside this combination are known as Non-Tariff Offices, But thi 
distinction applies mainly to Fire and Employers* Inability Insurance 
and not at all to Life Assurance, which is competitive. 

Kinds of Insurance.—Almost any kind of risk can be insured agains 
in these days. In addition to Life Assurance, the chief kinds o 
insurance are: Marine, Fire, Personal Accident, hZmpIoyer’s Liability 
and Bond Investment insurance. Other risks insured against are 
Sickness, Third Party Indemnity, Motor Car and Cycle, Burglary, Plat< 
Glass, Forged Transfers, Cash and Jewellery and other vjduables ir 
course of transit, Hail, Storm, Lightning, Civil Commotion, War 
including damage by hostile aircraft, etc. 

Basis of Life Assurance.— Life Assurance is based upon two mail 
principles: («) the Expectation of Life, more correctly termed tht 
“ Mean After-Lifetime (6) the rate of interest that will probablj 
be earned on funds invested at compound interest. The term “ Ex¬ 
pectation of Life *‘ docs not, as is sometimes erroneously supposed 
signify the number of years that persons of a given age may reasonablj 
expect still to live, for many lives wilJI,’ )/>^ period, and man> 

will long survive it. It has no re)ye most probable after¬ 
lifetime of any particular person, bu.-^^- V' .^ ted o\-er a large numbei 

of lives by taking the excess years of thos&T/to live long and distribut¬ 
ing them amongst those who die early, thu^Jiacing all lives of the same 
age on an equality. This function, the Mean .\fter-Lifetiiru?, is deduced 
from Mortality Tables. 

A Mortality Table has been defined as the instrument by means 
of which are measured the probabilities of life and the probabilities of 
death." 'fhere are two kinds of Mortality Tables: [a) those based 
upon Census Returns, and the deaths that have taken place during a 
definite period of time, and (6) those based upon the expc-rience of 
assiired lives, deriv ed either from a single life office or from a combina¬ 
tion of Life Offices. 'J'he latest tables are the British Offices* Experi¬ 
ence Tables (indicated by the symbol O), which were based upon the 
experience of 1,037,233 assured lives, contributed by sixty British 
Life Offices. 

The data derived from the sources mcmtinned above are subjected 
by skilled persons, known as Actuaries, to the process termed Gradua¬ 
tion, by which the fluctuations in the ungraduated mortality statistics, 
due to error, or disturbing influences, e,g, an inadequate number of 
observations, are eliminated, and the general rate of mortality is 
brought out. 

The premium consists of («) the pure premium, i,e, the annual sum 
which if paid by a sufficient number of persons of the same age, and 
accumulated at compound interest, say 3?:% per annum, will amount 
at death to their various sums assuroJ, and (fe) a loading to cover all the 
expenses of the office, and to provide a margin for a possible increase 
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in the future rate of mortality, and for profits. The pure premium 
plus the loading make up the office premium charged by the company 
and paid by the assured. 

Assuring companies limit the risk that they will assume on any one 
life by re-assuring with other companies that portion of the risk in 
excess of their maximum. The premiums paid for re-assurances are 
deducted from the item “ Premiums Received in the Revenue 
Account. A few companies confine their business to re-assurances. 

Annuities.—Most assurance companies, in return for an immediate 
cash payment, undertake to pay an agreed sum yearly (half-yearly, 
or quarterly) during the lifetime of a specified person, termed the 
Annuitant. The purchase })rice is based on the age and sex of the 
Annuitant, less favourable rates being quoted in the case of female 
lives, owing to the greater longevity of women. 

Insurable Interest.—In the great majority of cases, assurances are 
effected on the assured's own life. But one person may assure the life 
of another, provided that he has an insurable interest, i.c. a pecuniary 
interest, in the life of the other, only, however, to the extent that he 
has such an interest. Thus a creditor may, by way of collateral 
security, assure the life of his debtor to the extent of the debt; a wife 
may assure her husband's life irj.order to secure for herself a fixed sum 
should he pre-decease h ; r"'’ v ner may assure his co-partner's life in 

order to provide mean? co-partner, or to his legal repre¬ 
sentatives, his share of •ship assets on retirement or at death. 

By the provisions of the \tjS^ling Act, 1774, a policy issued in the name 
of a person who has no flTsurable interest in the life assured may be 
declared void. Insurable interest is also necessary in the case of policies 
taken out to cover fire, marine, and other risks. 

Lapsed Policies.—Thirty days' grace is allowed for the payment 
of assurance premiums, and failing payment within this extension the 
policy lapses and becomes void. But, whether the assured be alive or 
dead, the policy is capable of revival within twelve months, if five 
years' premiums have been paid, by payment of the outstanding 
premium plus a fine. If less than five years' premiums have been 
paid, the lapsed policy may be revived on the same conditions, but 
subject to evidence that the assured is in good health. 

Surrender Value.—Where an assured desires to surrender his 
policy before he has completed his contract, the assurance company 
will pay to the assured a sum tenned the Surrender Value of the policy. 
This Surrender Value is based upon the Reserve Value of the policy. 
The Reserve Value consists of that portion of the annual premiums 
not required to cover the risk for the year accumulated at compound 
interest. As a rule, a policy does not acquire a surrender value until 
three years' premiums have been paid (Endowanent policies, two years), 
for the reason that the premiums paid during those early years are, 
for the greater part, absorbed by office expenses. Surrenders are 
usually made by the young and 't^igorous assured, and so exercise an 
injurious effect upon the assured as a whole by increasing the rate of 
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mortality amongst the older and less vigorous who continue their 
policies for the full term of the contracts. The withdrawal of a 
number of first-class lives has precisely the same effect on the assured 
as a whole as would result from the addition of an equal number of 
inferior lives. For that reason. Life Offices, when computing the 
surrender value of a policy, make a sufficient deduction from the 
Reserve Value to counteract the effect of surrenders. Further, 
wherever that course can be followed, companies prefer to issue a 
paid-up policy based upon the Surrender Value, and so keep some part 
of the assurance in being; or they will apply the Surrender Value to 
the payment of future premiums, and keep the original policy in force 
until the Surrender Value is exhausted. The Surrender Value of a 
policy has no direct connection with the amount of the premiums 
paid, but, of course, it increases, and at an accelerated rate, with the 
payment of each premium. Most Life Offices guarantee on surrender 
a minimum proportion of the premiums paid, generally one-half for 
Endowment and one-third for Whole-Life Policies, with, in addition, 
any Reversionary Bonuses that may attach to the policy. The fact 
that policies acquire a surrender value gives them market value, and 
makes them available for loans. 

Assignment.—A policy of life assurance may be assigned by one 
person to another either absolutely mortgage. In both 

cases formal notice of the Assignment,made \igiven to the company, 
and upon request, and payment of owZi; company must 

acknowledge receipt of such notice. Ccii^ -mies do not, however, 
insist upon receiving the fee before acknowl(\fd^^& receipt of notice. 
Notice enables the assignee to sue the company in his oum name 
without joining the assignor as party to the suit. 

Where a company receives notice of more than one assignment of 
the same policy, e.g, successive equitable mortgages, the priorities as 
between the assignees are determined, so far as the company is con¬ 
cerned, in order of the dates on which notice was received. But this 
does not necessarily affect the priorities of the assignees as between 
themselves, since these may sometimes be determined upon other 
grounds. Thus, where a person advances money on a policy, and he 
has had previous notice, actual or constructive, of a prior charge 
thereon, he cannot by giving notice thereby secure priority over the 
first incumbrancer, if the latter has omitted to give notice. 

Absolute assignments made for valuable consideration should 
be signed in the presence of a witness and be impressed with duty at 
the scheduled rate. An Ante-nuptial Settlement made for the benefit 
of a wife and children of the marriage, which may include a policy of life 
assurance, is made for valuable consideration. 

Where the absolute assignment is voluntary, that is, not made for 
valuable consideration, but for “ love and affection," as, e.g. in a 
Post-nuptial Settlement, the instrument must be stamped as if made 
for valuable consideration. But it is void as against the Trustee in 
Bankruptcy should the assignor become bankrupt within two years 
of making it, and it is void against the Trustee within ten years of 
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making it, unless the parties claiming under the settlement can prove 
that the assignor was at the time of the assignment able to pay all 
his debts without the aid of the sum represented by the value of the 
policy, and that then his interest in the policy passed absolutely to the 
assignee [Bankruptcy Act, 1914, S. 42). 

Assignments by way of mortgage which may be either legal or 
equitable, are subject to the mortgagor's equity of redemption." 
Only when the mortgagor has lost that right can the mortgagee exercise 
his power of sale, or surrender the policy to the company. But the 
mortgagee must account to the mortgagor for any surplus realised by 
sale or surrender, so long as the mortgagor has not lost his equity of 
redemption. 

A legal mortgage is effected by deed and deposit of the policy. The 
deed must be stamped according to schedule. 

Equitable mortgage of a policy is effected by deposit of the policy 
accompanied by a Memorandum of Charge, which is stamped at the 
rate of is. j:)er cent, on the amount of the loan. 

A person who takes assignment of a policy as security for a loan 
should insist upon deposit of the policy, since the fact that the policy 
was in the hands of a third party might affect him with notice of a 
prior incumbrancer to whom he would be postponed. 

Claims.—The amount assr .'d may become payable either by 
maturity of the policy .V ^ claim by maturity (Endowment 

Assurance), if made by himself, is promptly paid on produc¬ 

tion of satisfactory evid^M^as to his age, identity, and title. Similar 
promptitude is observed Jjrthc assurance has been effected by a third 
person, e,g. a wife, provide* she is alive at the date of maturity. Where 
the claim arises by reason of death, greater formality is observed. The 
company will then require a Registrar's Certificate of Death; a 
Declaration, made by some competent and disinterested person, as to 
the identity of the person described in the certificate with the life 
assured under the claimed policy; evidence of the date of birth; 
and the production either of Probate of his will or Letters of Admin¬ 
istration of his estate. It is always advisable to get the date of birth 
admitted on taking out the policy by producing a copy of the Birth 
Certificate, or failing that, other evidence of birth which the company 
will accept, e.g, a Certificate of Baptism, an extract from an entry in 
a family Bible, or other family register. 

Bonuses.—^There are many kinds of policies issued by Life Offices. 
The most popular are Endowment Policies, Next in order are Whole 
Life Policies, the premium being paid: [a) by a single sum down, or 
[b) by yearly premiums of equal amount, or (c) a limited number of 
premiums of larger amount, or (d) lower annual premiums during the 
first five years and higher annual premiums thereafter. Other policies 
issued are: Policies upon Joint Lives; Survivorship Policies; Short 
Period Policies; Children's Deferred Assurances; Sinking Fund 
Assurances, etc. 

The broad line of demarcatiouP between policies is that with profits 
and that without profits. The amount payable, when the claim arises, 
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on a policy without profits is the amount of the sum assured; the 
amount payable on a policy with profits is the sum assured plus a share 
of the surplus of the company's assets over its liabilities as determined 
by each Quinquennial (or Annual) Valuation made by the company, 
and declared by the company as a bonus to its participating policy 
holders. 

The sources of a surplus are mainly three: (rt) where the loading 
added to the premium to cover expenses has proved to be greater 
than was necessary to defray them; (/>) where the rate of mortality, 
owing to careful selection of risks, lias proved lighter than that indicated 
by the Tables; (c) where a good interest return has been earned, 
owing to careful movement by the company of its funds, combined 
with a low rate of interest adopted for valuation. 

There is more than one method of distributing a surplus amongst 
the participating policy-holders, and more than one method of applying 
the bonus when declared. As to their application, bonuses may be 
taken in cash ; or he added to the sum assured; or be applied to reduce 
future premiums, or to convert a Whole Term Policy into an Endow¬ 
ment Assurance pavable at an advanced age, or, if the policy be an 
Endowment policy, to making it payable at a younger age. 

Profits of Assurance Companies. The profits of assurance com¬ 
panies cannot be ascertained by ordinary, r )punting methods; they 
must be detennined by actuarial valuati(ji;/de yie Assurance Companies 
Act, 1909 (S. 5), regulates th<‘ frequency’t;J_ .-uarial valuations, which 
must take place " once in every five yeaf§i^*:‘ at such shorter intervals 
as may be prescribed by the instrument crlistituting the company, or 
by its regulations or bye-laws.'' The majority of companies make a 
valuation once in every five years. This is known as the Quinquennial 
Valuation. But not a few companies make a yearly valuation, and some 
companies which distribute tlieir bonuses quinqucnnially are in the 
habit, for their own private information, of valuing their assets and 
liabilities at the end of every year. 

The objects of a valuation are: (a) to ascertain the company's net 
liability in respect of all its policies and annuity contracts; to deter¬ 
mine the value of the amount of its Life and Annuity funds. 

The method of valuation is to find: {a) the present value of the sum 
of all the assurances and annuities to be paid by the company as they 
fall due, and (b) the present value of all the pure premiums to be paid 
by the assured as they fall due. The difference between these two is 
the Reserve, or sum ojf money that must be set aside, which, with the 
future pure premiums to be paid by the assured and accumulated at 
the rate of interest adopted for the valuation, will enable the company 
to pay all the claims as they arise. 

Provision is made for future expenses and profits by valuing only 
the pure premium, i.e. by excluding that part of the office premium 
termed the loading. 

The valuation of the liabilities is not made on the same basis as that 
adopted for the formation of the premium charged to the assured, but 
according to the most stringent mortality table and at the lowest rate 
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of interest that will permit the payment of a fair rate of bonus to the 
assured. These premiums are termed Valuation Premiums, and their 
employment brings out a larger necessary Reserve than would be the 
case if the pure premium charged to the assured were employed. It 
is imperative that a Life Company's Reserve should he adequate to 
meet its liabilities and to provide for contingencies, hence the stringency 
of the valuation. 

Against the Reserve required to discharge all its liabilities as they 
fall due, a cornj^any has its Life and Annuity Funds, being past pre¬ 
miums paid, accumulated at compound interest, less claims, manage¬ 
ment expenses, and profits paid prior to the valuation. These funds are 
invested in various ways: Mortgages; I^ritish Government Securities ; 
Loans on Policies and other Reversionary Interests; Loans on Per¬ 
sonal Security; Debentures; Stock Exchange Securities, etc. They 
must all be valued in the light of the facts and conditions prevailing 
at the time of valuation. 

The difference betwcien the amount required to be reserved by a 
company, and the amount of its Funds in Hand, as ascertained by 
valuation, represents its surplus or deficiency, as the case may be. 
If the surplus is large enough, a bonus is declared on the participating 
policies, and (if the company be a mixed one) a dividend to the share¬ 
holders. If the surplus is insufficient, both bonus and dividend may be 
passed, the amount beinr /ilised to strengthen the company's Reserve. 
If an actual deficiency i /Jisclosed, steps must be taken immediately 
to restore the financial pej of the company. 

Reference to the Valut^n Balance Sheet on p. 741 will show that 
the company’s total liabilfly, i,e. the Reserve necessary to meet that 
liability, as disclosed by valuation, appears on the debit side of the 
statement, against which, on the credit side, appears the total of the 
Life and Annuity Funds, as set out in detail in the Third Schedule, 
and also ascertained by valuation. The balance, if a surplus, is avail¬ 
able for the appropriation of dividends to shareholders, bonuses to 
participating policy holders, transfers to Reserve, and the like. 

Neither the accountants nor the auditors of a Life Company have 
any concern with the Quinquennial or other Valuation. That is solely 
actuarial work. 

Assurance Accounts.—Assurance Companies arc governed by the 
Assurance Companies Act, 1909, and are also subject to the Companies 
Act, 1948, so far as that Act applies. The schedules appended to the 
Act of 1909 display the forms of account obligatory upon insurance 
companies. 

The Act embraces all persons, companies, or corporations trans¬ 
acting: (a) Life, (b) Fire, (c) Accident, (d) Employers' Liability In¬ 
surance, and (e) Bond Investment Business. 

Deposit .—Every company transacting life assurance must deposit 
with the Paymaster-General of the Supreme Court a permanent 
deposit of £20,000, and all companies registered after July i, 1910, 
must deposit a further sum of £2diooo for each of the other kinds of 
insurance business conducted by them— {a) to (e) above. These regu- 



736 HIGHER BOOK-KEEPING AND ACCOUNTS 

lations are modified by SS. 31 and 32 of the Act of 1909, as follows: 
(i) Neither deposits nor separate funds are necessary in the case of 
Fire and Accident business if the company has made a deposit in 
respect of any other class of insurance. (2) In the case of Employers' 
Liability and Bond Investment business, when the separate funds have 
reached ^£40,000, the original deposit of 20,000 is refunded if deposits 
have been made in respect of any other class of business. Companies 
transacting Re-insurance business exclusively have been held liable to 
make the usual deposit. 

Accounts .—Separate Revenue Accounts must be presented and 
separate funds be kept for each class of business transacted. Each 
separate fund is to be the security of the policy-holders of that class, 
and is not to be applied except for their service. The Auditors must 
certify that this regulation has been complied with. 

At the end of each financial year, the company must prepare: (a) 
Revenue Account (First Schedule) for each particular class of business; 
(fj) Profit and Loss Account (Second Schedule), except where the 
company carries on one class of business only: (c) Balance Sheet 

(Third Schedule). 'I'hese accounts must be printed, and four copies 
must be deposited with the Board of Trade within six months of the 
close of the period to which they relate. These accounts are subject 
to audit under the provisions of the Compajiies Act, 1948, and share¬ 
holders and policy-holders are entitled to c^ ifts of them. The Fourth 
Schedule consists of the Valuation BalancTi y-Jheet dealt with above. 
The prescribed forms for the above accouixt^ are shown on pp. 737-741. 

It will be noted that the Statutory fmjf - of Balance Sheet enforces 
publication of full details of the assets held V The power of an assurance 
company to meet its obligations is of paramount concern to the assured. 
Hence the object of the legislature is to ensure that full material for 
judgment shall be available. 

The Revenue Account is a simple Income and Expenditure Account 
(with the sides reversed), the object of w'hich is to show the growth or 
decline of the Funds in Hand available to meet the Company's liabili¬ 
ties. The Profit and Loss Account is necessary only where more than 
one class of business is transacted. It then takes the place of the 
Appropriation Account of commercial usage, combining the profits of 
the several departments, and showing the dividends and bonuses paid. 
If the Company is a limited company, the Balance Sheet (Schedule B) 
may be filed with the Registrar as “ the statement in the form of a 
Balance Sheet." 

The Accounts of British Assurance Companies are published annually 
by the Board of Trade and form a bulky Blue Book. 

The student who desires to follow Assurance matters in more 
detail than is possible in this place is referred to the author's Accounting, 
pp. 792-837. 



SCHEDULES. 

FIRST SCHEDULE. 

N.B.—Where marine insurance business or sinking fund or capital redemption insurance business is carried on, the income and 
expenditure thereof to be stated in like manner in separate accounts. Any additional businesses (including employers’ 
liability insurance business transacted out of the United Kingdom) to be shown in a separate inclusive General Account. 


ASSURANCE ACCOUNTS 



•« 

1 

3 

<#» 

1 


■-*? 

1 

_ .n 6 

■xs 

... 

° 0/1-8 


1 

■=* 




k 

k 


sc *5 0^ 
•5; ^ 5 'a SP 

CQ - 


.g -n ^ ct. % - 

'X3 I 

0 eg CilifiQOWO ' 




1,'S Si 

.CXJ .trill 


c-gj-cQ eg a: I 

.3 So" 8>'S 

-s 

■g.i£o 

rcc.t; 

■g «1S e “35S-“ 

C_ 0 iC 3 _Ic^r -.-3 
‘*0 " "P 5 « c 

. flj Q.“r rt 

-- i" '2 c, Ci. 


\\zih r.i|§ 

3 S. e pS 3 c« o « 
4 >i 2 o •*^rtJ 592 

e o< 5 iO"£, 


rt 

3 a> IS o 


u 3 o 

nil 


^ cO< ggopSj 

^ Q o P Si *3 

E>/i02 

^eIo 

Itflp 

ISIS. Solly'S 

g-g«S 5 ?u«c"g 

J-Gwja, JJ.S'SJy*'® 

**3301*52 

I §11 !8“-S.gs| 

g g’S'O g 

rjO "^OJ *^CQ § 

sii£|l2-i's2 
g'g’s.s«I n § 
llsisssg.g^.se 

M N rrj gl g VO S 

s s''! 
S 8 S.S I 












738 


HIGHER BOOK-KEEPING AND ACCOUNTS 

























ASSURANCE ACCOUNTS 


739 















SECOND SCHEDULE. 
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742 HIGHER BOOK-KEEPING AND ACCOUNTS 

EXAMINATION QUESTIONS. 

1. What statute now regulates the accounts of Assurance Companies ? 

Briefly describe the accounts which a Life Assurance Company is under obliga¬ 
tion to publish. {Royal Society Arts.) 

2. In connection wnth Insurance, what do you understand by the following: 
Mutual Companies; Tariff Companies; Surrender Value; Quinquennium? 
{Chartered Accountants.) 

3. Explain the following class of policies in connection with Assurance; 
Endowment; ^^^ole Life ; Without Profits. 

4. What is meant by a Quinquennial Valuation " in connection with life- 
assurance accounts ? Submit a pro-forma Valuation Balance Sheet showing the 
results of a quinquennial valuation. (Royal Society Arts.) 

5. Give a pro-forma Valuation Balance Sheet of an Assurance Company. 

Contrast the methods of ascertaining profits employed by an Assurance 

Company with those of a commercial undertaking. {London Chamber Commerce.) 

6. Under what heads should investments, other than Mortgages, of a Life 
Insurance Company be classified in the Balance Sheet so as to comply with the 
provisions of the Life Assurance Companies Acts ? (Chartered Accountants.) 

7. The following item appeared in the Balance Sheet of an Assurance ('ompany : 
I^ans on the Company's Policies within their Surrender Value, 5,086. Explain 
the meaning of this item, and describe the steps you would take to verify it as 
auditor to the Company. (Chartered Accountants.) 

8 . Briefly describe the form and scope of the annual accounts rendered 
obligatory on Assurance t'ompanies by the Assurance Companies Act, jqoo. 

Select one only of the.se accounts, and contrast it with an account of like nature 
prepared for similar purposes by a commercial company. {Royal Society Arts.) 

9. Explain the meaning of the undermentioned items which appeared in the 
annual accounts of a Life Assurance Company, and state where they should 
appear in the published accounts of the Company^rjL,ife Assurance Fund at the 
beginning of the year, ;i4,099,971 ; Income Tax ]Lss rebate) paid on interest, 
dividends, etc., £^,95^'. Claims, ;£i98,487; ConsidJ^ation for Annuities granted, 
£36,452; Deposit with the High Court, £20,440 ; Mortgages on Property within 
the United Kingdom, £409,489; Claims admitted but not paid, £66,431. {Char¬ 
tered Accountants.) 

10. Show the following amounts in the form prescribed in the First Scliedule 
to the A ssurance Companies A ct, 1909:— 

Amount of Fund at beginning of year, £1,410,000; Annuities payable, £i 4,800; 
Bonuses in cash, £2,700; Transfer and other fees, £150; Profit on Reversioii.s, 
£5,010; Transfer from General Fund, £2,600; Interest and Dividends, £63,030; 
Qaims, £51,500; Claims by Maturity, £28,100; Consideration for Annuities 
Granted, £9,060; New Premiums, £19,060; Renewal Premiums, £118,000; Sur¬ 
renders, £8,700; Commission, £6,100; Expenses of Management, £15,010. 

11. Prepare Revenue Account and Balance Sheet, as on December 31, 1933, 
of the Popular Mutual A.ssurance Company, the h)llowing being the l.edger 
Balances: Assurance Fund, December 31, 1932, £739,100; Assignment Fees, 
£50; Annuities, £2,500; Agents’ and other Debit Balances, £2,750; British 
Government Securities, £119,600; Consideration for Annuities granted, £6,200; 
Claims paid and outstanding, £51,800; Commission, £i,(k)o; Claims admitted 
but not paid, £8,500; Cash at Bankers. £9»355 ; Cash in hand, £75 ; Deposit with 
the High Court, £20,000; Expenses of Management, £4,700; Foreign Government 
Securities, £33.800; Freehold Ground Kents, £46,900; House Property, £84,500; 
Interest, Dividends, and Rents, £29,400; Income Tax on Dividends and Rents, 
£6,650; Indian and Colonial Government Securities, £14,700; Interest accrued 
but not yet payable to the Company, £6,500; Loans on Reversions, £5,200; 
Loans on Policies, £53.100; Mortgages in the United Kingdom, £211,800;' Out¬ 
standing Premiums, £8,420; Outstanding Interest, Dividends, and Rents, £700; 
Office Fixtures and Furniture, £1,200; Pm^miums, £52,600; Railway and other 
Debenture and Debenture Stocks, £137,200; Railway and other Preference Stocks 
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and Shares, 12,000; Surrenders. >^3.400; Sundry Creditors, £z,(>oo. {Chartered 
Accountants.) 

12. Make out in the form prescribed the accounts of the Samaritan Assurance 
Society from the following: Assurance Fund, January r, £26o,o/\2; Assurance 
Fund, December 31, £2^H,cjijg; Premiums, ;£i8,i95; Outsteinding Premiums, 
;£2,335: Loans on Society's Policies, 14,767; Consideration for Annuities 
granted. £850 ; Claims by death, £ig,6<)8; Commissions, ;£544; Expenses of 
Management, ;£2,344 • Reductions allowed to iiiernhers on their l*remiums, 
£t,H(yo; Interest, i.)ividends and Kents, /9,o5o; Annuities, £^,173^ Mortgages 
on Property, >^70,360; British Government Securities, ;£57,634 ; Kailway Shares, 
;fii2,740; Profit on Reversions falkm in, £2,1 Outstanding Interests ami 
Rents, ;fT,o8i : Balances due by Agents, ; Claims admitted but not paid, 
;£4,177: Depreciation on investmemts, £3,973; Surrenders, ;fT.7oo; Sundry 
Creditors, £836; Loans on Personal Security, £<>87; Accrued Interest, £2,2(nj ; 
Cash in hand, /2,o38. (Chartered Accountants.) 

13. Prepare a Revenue Account and Balance Sluiet from the following list of 
balances in the books of a IJfe Assurance Company;— 

Assurance Fund at the beginning of the year, ^3,600,000; Annuities Paid, 
2,500; Bonuses to lAjlicy Ilolders, £13,000; British Gov'ernment Securities, 
190,000; (Consideration for Annuities grantee!, 4,000; (riaims Admitted, 
but not paid, ;£i 4,500 : Claims Paid. /28o,ooo ; (‘ommission Paid, £‘27,000 ; Cash 
at Bank, £45,000; Expenses of Management, £37.000; Indian and Cok>nial 
Government Securities, £110,000; Interest and Ktuits received, £130,000; Loans 
on Company’s I’olicies, £280,000; Leasehold (Ground Rents (Investments), 
£6.000; Mortgages within the United Kingdom, £Soo,ooo; Mortgages on Rates. 
£1,200,000; cither Sums owing by the C’ompany, £1,200; Outstaiiding Prcuniiims 
and Agents’ Balances, £56,000; Outstanding Interest (receivable), £57,000; 
Premiums, £460,000; Premises and Furniture, £26,000; Reserve Fund, £i 50,000; 
Kent enlarges (Investments), £36,200; Railway and other Debentures, £1,150,000; 
Surrenders, £42,000. (Chartered Accountants.) 

14. From the following^rial Balance pnepare Balance Sheet and Revenue 
Account of the Life Assuratd[|L Societ}’: — 

Mortgages on I’roperty Mthin the United Kingdom, £400,000; Mortgages on 
Propiorty out of the United Kingdom, £50,000; Loans on Life Tnleretsls, £100,000; 
Loans on Reversions, £200,000; Loans on Society's Policies within their Surrender 
Values, £600,000; Investments: Municipal Securities, United Kingdom, £500,000 ; 
Indian and Colonial Government Securities, £1,000,000; Freehold Ground Kents, 
£800,000; Reversions, £500,000; Outstanding Premiums, £50,000; Outstanding 
Interest, Dividends, and Rent, £10,000; Surrenders on Business within the 
United Kingfiom, £20,000; Surrenders on Business outside the United Kingdom, 
£1.000; Cash in hand, £50,000; Claims admitted, but not paid (Cr.), £10,000; 
C'laims on Business within the United Kingdom, £200,000; Claims on Business 
outside the United Kingdom, £10,000; Sundry Creditors, £15,000; Amount of 
Life Insurance Fund at beginning of year, £4,000,000; Expenses of Management, 
£20,000; Premiums on Business within the United Kingdom, £480,000; Pre¬ 
miums on Business outside the United Kingdom, £6,000. 

Note.' —£10,000 Indian and Colonial Government Securities have been dejiosited 
with the Government of the Cape of Good IIopi* in respect of Life Assurance 
business. (Incorporated Accountants.) 



Chapter XX 


BANK BOOK-KEEPING 

This chapter deals with the book-keeping system adopted by banks. No 
details can be given here of the various labour-saving machines now popular in 
banking circles.* I Vinciples only can be dealt with.] 

The business of a banker is practically a cash business, and although 
it is not very complex, and subject to strict routine, yet the voluminous 
transactions, and the necessity for keeping the posting of the books 
abreast of the transactions, so that the bank may know how it stands 
as regards each customer individually, and its own position at the close 
of every day's business, make it imperative to employ special methods 
of posting. Unless the books are written up minute by minute, over¬ 
drawn accounts, with consequent bad debts, cannot be avoided. To 
meet this necessity for prompt entry of all transactions, banks have 
adopted the slip-sy.stem of posting. As the student is aware, this is 
not a system of book-keeping, but a method of rapidly posting books 
kept on double-entry principles. It is more fully employed by banks 
than by any other class of undertaking. 

The current accounts of customers are MS^t posted continuously 
by means of slips, i.e. forms filled up either by Iffe customers themselves, 
or by the bank officials. By far the greater proportion of payments 
into banks consist of cheques and (to a lesser extent), bills: only a 
relatively small proportion consists of notes and coin. 

When cheques and cash articles are paid in to credit by customers, 
they are, as everybody knows, detailed in paying-in slips, the form of 
which needs no illustration here. The receiving cashier enters this 
paying-in slip in his Cash Book, and, having done so, passes it on to 
the Waste Book keeper for analysis. The keeper of the Wa.ste Book 
hands it to the Ledger keeper to be posted, and from him it passes to 
those responsible for writing up the Pass Books. In a similar way. the 
original cheques drawn on the bank by its customers arc utilised as 
posting slips, and these furnish material for the debits in the current 
Account Ledgers and the Pass Books. 

It will easily be seen from the above that the double-entry is effected 
with the minimum delay. The cashier paying a customer’s cheque over 
the counter, enters the amount in his Cash Book. At the end of the 
day, all these payments are aggregated and posted through the General 
Cash Book to the credit of the Cash Account in the General Ledger. 
This disposes of the credit entry. The cheques are handed, as they are 
paid, to the clerks who keep the current Account Ledgers, and arc 

* A text-book on the use of accounting^machines that can be recommended 
confidently is Machine Accounting by Owen Sutton, issued by the puldishers of 
this book. 
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posted by them to the debit of the customers* current accounts, thus 
completing the double-entry. Subsequently the cheques are entered 
to the customers* debit in the Pass Books. 

By utilising slips in this way, numerous ledger keepers can post 
the ledgers almost as quickly as the transactions occur. This would 
be impossible if the usual bound books of original entry were employed. 

Transactions that are not covered by original documents are posted 
l^y means of dockets, i,e. by forms filled up by the bank's own staff. 
Such transactions may concern bills discounted, coupons collected, 
cheque books supplied, loans advanced, interest charged or allowed, 
etc. Two specimen dockets appear below:— 


NATIONAL PROVINCIAT. BANK LIMITED 

Prinx'es Street, E.C. 

June 28, 19.. 

Debit George Dickson, Current Account for transfer to 
Deposit Account 

£100 : o : o L. C. C, 

Accountant 


f 

This docket results from instructions received by the bank from 
George Dickson to transfer £100 from his Current Account to Deposit 
Account. 


Juno '^oth, 19.. 


Debit John Smith 

£i -4 ■9 

£100 

For Interest on Loan 

to 


date 


Lloyds Bank Limited. 


This docket is made out by the bank staff in order to debit John 
Smith with interest on his loan to date. 

It will be appreciated that th% paying-in slips, paid cheques, and 
dockets are in effect loose journal entries from which the books are 
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posted. A large proportion of a banks' staff is continuously employed 
in posting into current account ledgers and other books these loose 
journal entries. All the records made are interdependent and inter¬ 
locking, and, in many cases, are arranged to pass through more than 
one pair of hands, as a safeguard against fraud. 


A Bank’s Books. 

The items which compose a typical bank Balance Sheet indicate the 
Accounting requirements of a bank, and the financial and other books 
that must be provided to meet tliose requirements. 

Pass Books.—These are issued to all customers who keep current 
accounts with a bank, and also to customers who keep deposit accounts. 
They serve to record all transactions between a bank and its customers, 
and to show the state of the account as between banker and customer. 
The })ass book is the property of the customer, but all the entries in it 
must be made by the bank.* 

The precise legal effect of entries in a pass book has never been 
exactly determined. Entries in favour of a customer are prima-facie 
evidence, but not conclusive evidence, against the banker. A banker 
may prove that an entry to a customer s credit is erroneous, and, if 
it is erroneous, the quicker he does so the better. But he cannot 
recover the amount wrongly credited, if the customer is able to show 
that in good faith and relying upon the actracy of his pass book he 
was induced to alter his position, i.e, to sj^nd money that otherwise 
he would not have spent. A business-man would not, as a rule, find 
it easy to establish his good faith in taking advantage of a wrong entry 
to credit. But it would be otherwise with, e.g. an army officer on active 
service whose account was replenished by payments in made on his 
behalf by an army agent (Skyring v. Greenwood, [1825 ]; Holt v. Mark-- 
ham, [1923]). 

As regards entries against the customer, little more can be said than 
that, before a customer can be estopped from denying their accuracy, 
he must have been guilty of such negligence as to have caused the banker 
to alter his position detrimentally, or to have acted in such a way as 
to lead to the inference that he had treated the record in the pass book 
as a settled account. It is impossible to say, in the ab.sence of any 
legal decision on the points, what conduct would constitute such 
negligence, or amount to an acknowledgment that the account was 
settled. 

Prudence and sound business suggest that the banker should 
make up and send out the pass book at frequent and regular intervals, 
and the customer should carefully check the book, and immediately 
point out any inaccuracies, and this is the course followed. 

♦ The introduction of mechanical book-keeping has now resulted in the 
Pass-Book *’ being a loose-leaf binder dl’r which the bank provides loose sheets 
recording the copies of the entries made in the customer's Account. 
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Pass books show a certain amount of variation in form. A typical 
ruling is the following: - 


A. K. Fison, Esq. 

In Account with 

Westminster Bank, Limited, 
.Branch. 


Dat<\ I 


Particulars. 



. 

il 

.9. ! 

!: 

an. 10 

Balance 

i! 

* <1 

■ 

! 

.. 1.5 

Barclays Bank 

li 

* i ^ 


! 

M i« 

J. Brown 


i 

„ 18 

Cash 

. |! 10 

1 o| 


„ 20 

1 L. C. Cropper . 

• ij 250 

1 01 

Oj 


Credits. 


Balance. 

£ 1 

d. 

£ 

S. 

d. 

j 


205 

M 

6 Cr. 

25 j <■> 

0 

230 

14 

6 Cr. 

1 

i 


21.4 

15 

c) Cr. 

1 i 

1 i 


1 

4 

! 3 I>r. 


It will be seen that the balance is shown at the end of each day on 
which any transaction has taken place. Some branches draw attention 
to an overdrawn (Dr.) balance by printing it in red: other branches 
use other methods, such as printing it in italics. It is the usual prac¬ 
tice for auditors to apply direct to the bank for a certificate of the bank 
balance at the closing date of the accounts under audit. In most cases 
a Reconciliation Statement will be necessary in order to agree the 
amount certified with th^'ash Book balance at the closing date. 

The General Ledger. - Tl'his is the key ledger of a bank's accounting 
system. It contains adjustment accounts recording, in totals, the 
bank's assets, liabilities, profits, and losses, and their daily fluctuations. 
The ledger is self-balancing, and a Trial Balance extracted from it 
enables a Profit and Loss Account to be prepared expeditiously, 
liehind, and in support of, this ledger, there are numerous subsidiary 
ledgers and registers containing the detail of which the totals appearing 
in the General Ledger are composed. These ledgers agree " with 
and explain their relative ledger accounts in the General Ledger. 
Totals only arc entered in the General Ledger, and these represent the 
mass of detail arising out of the day's work, under each heading. Thus, 
for example, all cash paid in by customers during the day, appears in 
one total in Current Accounts of Customers' Account. At the close of 
each day, the detail balances of any single subsidiary ledger, or group 
of subsidiary ledgers, should agree with the relative account in the 
General Ledger. A list of accounts usually found in a bank's General 
Ledger, and a specimen account appears on p. 748. 

On p. 749 is a specimen Trial Balance extracted from the General 
Ledger of a Bank. It is suggested that the student prepare from it a 
Profit and Loss Account and Balance Sheet in the form adopted by 
Banks. 

Answer: Credit balance of E*and L. Account, 3^256,788 14s. 3^.; 
Balance Sheet totals, £21,142,612 ns. 5^. 










GENERAL LEDGER ACCOUNTS. 
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The Loamshire Bank, Limited. 

GENERAL LEDGER TRIAL BALANCE, DECEMBER 31. 19... 

Dr. Cr. 

I s. d. £ s. d. 

1,000,000 o o 
500,000 o o 
15,122,111 14 0 

3,460, Tlf) 2 2 

771,411 13 6 

37,010 o o 

113,268 19 5 

1,006,049 13 2 

100,219 14 
3,241,028 9 2 

4,441,265 14 8 


500,000 o o 
3,114,122 19 3 

126,890 14 9 

771,411 13 6 

37,010 o o 

266,135 II 3 
22,126 19 8 

121,884 16 9 

114,668 17 9 

80,261 16 2 

91,212 14 9 

64,368 13 6 

^^21,415,465 15 IQ £21415,465 15 10 


Note ,—Reserve ;f32,i84 65. for rebate on bills discounted. The Profit and 
Loss Account balance is the balance left on that account after the payment of a 
dividend amounting to £100,000 on February 3, 19... It is not deemed desirable 
in the interests of the Bank to make public the totals of those Revenue Accounts 
marked *. 


Day Book (Daily Summary) or General Cash Book. —This is a 
classified summary of the day's transactions, grouping together, on 
appropriate sides, the total entries for the day as they appear in the 
Cash Books, Journals, and other books of original entry. The General 
Ledger is posted from this book, a specimen of which appears on 
p. 750. Although frequently called a Cash Book, it will be noted that 
the book combines the functions of a Cash Book with those of a 
Journal. 

Current Account Ledgers. —These are usually ruled as shown on 
p. 751 in cases where interest is allowed on current accounts or as shown 
on p. 752 when no interest is allowed. 


Share Capital, 1,000,000 shares of £10 each, 
£i paid ...... 

Reserve Fund, invested in 5% War Loan 
Current Accounts ..... 

Deposit Accounts ..... 

Acceptances for Customers 

Indorsements and Guarantees 

Cash ....... 

Bank of England ..... 

Foreign Correspondents 

Short Loans ..... 

Investments. . . . . . 

Investments on account of Reserve Fund, 
5% War Loan, 1929/47, £ 555.555 \d. 

Stock at 90 . 

Bills Discounted ..... 

Loans and Advances to Customers . 

Bank Premises ..... 

Customers’ liability for acceptances 
Indorsements and Guarantees per contra. 
♦Interest received .... 

•Commission . . . . . 

♦Discount ...... 

Profit and Loss Account, Balance brought 
forward * • ■ * * 

Interest paid . . ^ . 

General Expenses .... 

♦Bad Debts written off , 
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Note .—In the above example the account is shown as having been closed and balanced on January 10; in practice it is usual 
to rule off the accounts and bring down the balances at half-yearly intervals only. 
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If, in the latter ruling, only one " Balance " column is provided, 
debit balances are entered in red ink and credits in black ink. In 
some banks all ledger accounts are written up in triple column form, 
as shown in the current account on p. 752. 

Received (Counter) Cash Book.—Each receiving cashier is provided 
with a Cash Book ruled as under:— 


niXlilVEJ) (COUNTKR) CASH BOOK. 


Money. 


Nol(?s. j 


Name. 


li Total of Credit. 


l 

Kio 


15 


■S'. A. i! 

10 f'} 


li 


10/5 

327628/37 


Cliihl Bros. 


I Mr)ore A' ('o. 


L i •'. d. 

210 i TO 0 


I T 5 I o , o 

i I 


Note, — The first entry represents a payment in of £210 10 . 9 . (>d. (/160 ioa. bd. 
coin and £30 in notes). The second entry represents a payment in of £115 (£15 
in coin and £100 in chequ(*s); it will he noticed that the chccpies received are 
included in the total ctdumn but arc not stated separately in this book. 


The coin is placed by the cashier in his till, and the notes and 
cheques are pinned to the paying-in slij) and ])assed over to the Waste- 
Book clerk seated iraiwdiately behind him. I'liis clerk enters the 
items in his ReceivedW)ay Book,"' analysed according to the manner 
in which they will be collected by the Bank. The ruling of a Received 
Day book is shown on p. 754. 

Die notes are hand(;d to special clerks to list and pay into the 
bank’s account at the Bank of EngUmd, and the cheques are passed on 
to the clearing department for presentation at the London Bankers’ 
Clearing House. Cheques on non-clearing banks go to the “ Walks ” 
department for collection by the ‘‘ Walks ” clerks. The paying slip 
itself is handed to the ledger keeper for posting. 

The register recording transactions with the Bank of England is 
called the Bank of England Book ” or “ Cioldsmith's Book,” a ruling 
of which is given on p. 754. Notes received by the Bank of England 
are not re-issued, but, after being cancelled, they are retained for 
seven years and then destroyed. 

Deposits.—I^anks accept cash on deposit at interest from customers, 
repayable at short notice, usually seven days, or at longer periods of 
notice as may be agreed between banker and customer. The interest 
allowed on deposits varies with the bank rate, and for deposits at short 
notice would be at the rate of 2% below bank rate. Customers fre¬ 
quently transfer amounts from current to deposit account, in cases 
where their cash accumulates beyond their immediate needs. Such 
transfers are made by dockets ifhd are recorded in a separate Deposit 
Register, containing the same information as illustrated in the Deposits 






RECEIVED DAY BOOK (Waste Book) 
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Diary given below. Deposit receipts are sometimes issued to custo¬ 
mers. These are neither transferable nor negotiable. Usually, how¬ 
ever, all transactions on deposit account are recorded in a Deposit 
Account Pass Book. Deposits received are recorded in the books of 
the bank’s receiving cashiers, and dockets are made out and entered in 
the Deposits Diary ruled as follows:— 

PEPOSTTS PIAKY. 


Date. 


Customer’s Name. 


Rato. 


Amount. 


5 . I d. 

I 


Due I Repaid 
Date, 1 I>ate. 


I 

i 


When deposits are repaid, they are passed through the paying 
cashier’s books, and the Deposits Paid Regi.ster. If deposits are re¬ 
transferred to Current Account, dockets are made out and entered in 
the Deposits Register, and the Customers’ Deposit Accounts are debited 
and their (Current Account credited. All deposits are posted to the 
Deposits Ledger, ruled in parallel columns to record the deposits, 
withdrawals, balances, number of days, interest, etc. 

Paying Cashier’s Center Cash Books..-Each paying cashier is 

provided with a Cash Book ruled as under:— 

PAYINC; CASHIER’S COUNTER CASH BOOK. 


(SUI'PLEMICNTARY PAID CaSH BoOK.) 


Total, 


Name. j 

Numbers of bank¬ 
notes. 

Amount of 

1 Notes. 

L. 

{ Money. 

1 


c 

s. 

d. 



/: 

5. 

d. 

£ 

s. 

d. 


0 

0 

C. Wrayson 

226x21/3 

3/5 

15 

0 

0 

20 

0 

0 

5 

0 

0 

W. 




5 

0 

0 


0 

0 

C. Meyer , , . , 

13298 

10 

0 

0 




10 j 




i/io 




! 1 




Before paying a cheque, the cashier scrutinises the signature or 
signatures to the cheque, and the indorsements, if any. and satisfies 
himself that they purport to be correct and in order. If he is in doubt 
as to the genuineness of the customer's signature, he compares it with 
the specimen signature of the customer in the bank's signature book; 
and if there is any doubt as to the customer's balance being sufficient 
to meet the cheque, he refers to the customer's current account in the 
ledger. All paid cheques are entered at the time of paying in the Paid 
Cash Book, illustrated as follows:— 
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Name. 


C. Wray son 
W. Higgins 
C. Meyer 


PAID CASH BOOK. 


Waste B(;)ok. 1 

Walks. 


Paid Cashiers. 

£ 1 

t 

d. 

£ I- 

d. 

£ 


d. 

j 


i 

! 

35 

o 

o 

1 

1 




! 5 

o 

o 


1 

j 

1 

i 

! 

o 

o 

i 

1 

■ ■ - 

. J 

■ .. 

— 



The totals of the Paid Cash Book are entered, at the close of the 
day's business, on the credit side of the General Cash Book, and are 
from there posted to the General Ledger. 

Bills of Exchange. These occasion a very large but diminishing 
proportion of the book-keeping work of a bank. The cheque is the 
most popular instrument of payment, but the bill payable after sight 
or date plays a very important part in the settlement both of home and 
international indebtedness. The wholesale dealer requires cash; 
the retailer wants credit, and both requirements are satisfied by the 
creditor drawing, the debtor accepting, and the banker discounting 
a bill of exchange yjayable on a future date. Bills of exchange received 


DILI. 1)1 AKY. 


• • - 

j. 





. 



Ledper 

Folio. 

AccepU-r. 


lolio. 

i I'or \\’hr>so C'mlit a 

Maturity. 

t 

1; 

I' 

ij 




■"" 





L 

s- 

fi. 


C lutterbuck RrnR,, Ltd. . 



i Milos 5 ^ C# 


500 

0 

0 


: Hiitterworth & Suns, l.til. 



! A. Brown W’ 



1 0} 

0 


Measonthwaitc &•. C<j. 



; C. I>av 


250 


0 


A. Child & Cf*. 



: H. Wray . 


. : 10 

1 o| 

0 





' 



! oj 
1 ; 

0 

. 

- ■ ■■ .. 

-• 






... 


Sole. —Th« total vnteml in the Cash Hook for the cLay ns o debit, and the various ctistonirrs 

arc credited either direct froiu the di.iry or from tretlit slips iiiach* out to jorrespond with the entries it 
ccuitains. 


by a banker for collection are termed short bills, or bills for collcciion. 
In foreign-exchange transactions, any bill with not more than ten days 
to run before it reaches maturity is a short bill. Ihlls with unexpired 
currencies for periods up to six months are termed long bills. 

A banker who discounts a bill is holder of the bill for value. The 
customer must indorse the bill in blank before the banker will discount 
it, and then it becomes the banker's property. Discounted bills are 
kept apart from bills paid in for collection, and treated separately in 
the banker's books. 

Short bills handed in for collection are attached to special paying-in 
slips and are handed to the bill office for record and collection. A 
small commission is charged for clearing Scotch and Irish bills. The 
bills are entered in specially ruled diaries according to their due dates. 
The maturities of each day are presented for payment. The receiving 
cashiers' books are debited with the total bills due for collection, and 
the customers' current accounts are tredited. A form of Bill Diary is 
given above. 








Charles Marshall Sc Co. 










758 HIGHER BOOK-KEEPING AND ACCOUNTS 

A suitably ruled Bill Ledger, with an account for each customer, 
is also kept, the ruling of which is shown on p. 757. 

The outstanding balances in the Bill Ledger should agree, at any 
time, with the like information extracted from the Bill Diaries. 

When bills are purchased (discounted), the bank records them in a 
Bills Discounted Register, a ruling of which appears on p. 757. They 
are also entered in a Bills Discounted Diary similar in form to that 
already given on p. 756. In order to keep a check u])on the bills 
purchased from any one customer, a memorandum Discount Ledger is 
also kept. The " maxiinuin limit of accommodation fixed (if any) is 
recorded at the head of the customer s account. 

When bills are discounted, posting slips are prepared crediting the 
customer with the face value of the bill, and debiting him with the 
discount charged, through the General Cash Book, and the General 
Ledger, “ Bills Discounted Account '' is debited with the daily total of 
the bills purchased, and Discount Account is credited with the total 
discount charged. When the bills mature, the casli books are debited, 
and Bills Discounted Account is credited with the total of the bills due 
each day as explained in the case of short bills. 

Acceptances.—Banks undertake to accept bills on behalf of 
customers who are required to satisfy foreign ex])orters that the bills 


ACCHFTANCE LElXiER. 
Bank of Idaho. 


Date 

Accepted. 


j Datt: r)uo. 

j 


N uiubor. 

(»l i if 

Credit. Hill. 


f : 

l>r. 1; Cr. 


Baliiuce. 


19... 
Mar. I 


June 4 
J unc 4 




!! 1 

s.\d: 1 

s. 


1 £ 

5. 

3250 

J421 

;; ^00 

o|o.; 



' 200 

0 

Due 

Due 

1 

j |i '.:oo 

i 

i ” 

0 

i, 

li 



drawn upon them by those exporters will hv duly paid. Customers 
so accommodated arc charged a commission. Bills so accepted 
are entered in an Advice Book and an Acceptances Register containing 
full details of each acceptance. Acceptance Diaries are also kept, 
similar in fonn to the Bill Diary already described and illustrated. 
A memorandum Acceptance Ledger is also kept containing an 
account for each customer for whom bills have been accepted. The 
customer is debited with the bank’s acceptances on his behalf, and 
credited as and when he pays the bills. These accounts therefore 
show at any time the acceptances outstanding on behalf of customers 
individually and collectively. The ruling of an Acceptance Ledger is 
given above. 

Securities.—Customers frequenlAy deposit securities and other 
valuables with their bankers for safe custody; and, in the case of bearer 




SECURITIES RECEIVED REGISTER. 
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securities, request the banker to detach the interest coupons as they 
fall due, and collect them on their behalf, and also to notify them 
should any of the bonds be advertised as having been drawn for redemp¬ 
tion. As a rule, bankers perform this service for their customers gra¬ 
tuitously. A banker has no lien on securities or other valuables de¬ 
posited for safe custody, unless a lien be specially created. But where 
the banker detaches and collects coupons attached to securities, it 
would appear that he has a constructive lien on the securities to the 
extent of any moneys due to him, or that may become due to him, 
from the customer for whom he so acts, so long as they are in his 
custody. 

Securities thus held for safe custody are recorded in a Securities 
Received Register, as illustrated on p. 759. 

A memorandum Securities Ledger is also kept containing an account 
for each customer who deposits securities, in which a full description of 
the securities lodged and withdrawn is recorded. 

Where the securities or other valuables lodged for safe custody are 
contained in locked boxes, the banker takes no cognisance of the 
contents of the boxes. 

Loans to Customers.— Loans made to customers, and the interest 
accruing thereon, are posted by means of dockets, as already illustrated, 
and details are recorded in the Loans Ledger, in which an account for 
each borrower is kept, recording full details of loans made and the 
security deposited as cover. The ruling of a Loans Ledger is given on 
P- 759 - 

Where overdrafts are allowed on currentjaccounts, the maximum 
credit allowed is recorded at the head of the customers' ledger account. 

Banks do not advance loans for indelinite periods. A Loans Diary 
is therefore kept recording the fixed due dates of all loans. 

HX.XMT NATION giJKSTIONS. 

1. A banking institution lias accepted bills drawn uyion them on bclialf of 
customers, payincnt to be provided for by the latter on or before maturity; 
state how the respective responsibilities of the Bank and of its customers should 
be stated in the Balance Sheet of the Bank. (Chartered Accountants.) 

2. On November 15 the Loainshire Bank, Ltd., purchased a two months' bill 
for ;^ioo, dated October 30, drawn 113^ William Archer and accepted by (ieorge 
Shaw’. State the entries which the Bank would make wiien recording this trans¬ 
action, and give the ruling of one of the books named b}' 3"ou as employed by the 
Bank. (Royal Society Arts.) 

3. Explain briefl\' the methods employed in order to keep the books of a 
Bank constantly posted. 

On July 31, George Reimers paid in the following to his Bank in the City: 
Cheque (Geo. Smith, London), Cheque (Robt. Robin.son, I.ondon), 

Gold, £10 \ Bank of England Notes, £20. 

Describe the passage of the above items through the books of the Bank from 
the moment of their receijit until credited to the account of George Reimers. 
(Royal Society of Arts.) 

4. R. Craven opens a bank account on January 1 wdth the Rosedale Banking 
Company, and deposits on that date 1,000. He pa3^s in as follows: January 

£5^^\ March 20, £600 \ May 20, £'jA6\ and he draws out on February 20 
£1,200, on April 20 £1,000, and on June 20 ;f5oo. Calculate the Bank Interest, 
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counting 5% on customer’s debit balances and 2% on credit balances, and close 
the account on June 30. (Incorporated Accountants.) 

5. T )efine the term “ Bank Kate,” and sliow how the level of Bank Rate affects 
that of other interest rates. (Chartered Accountants.) 

6. Indicate the principal sources of profit accruing to a joint-stock bank 
carrying on business in England and Wales. (Chartered Accountants.) 

7. Clive two alternative rulings suitable for the Current Accounts Eedger of a 
Bank, h'rom what materials are these k*dgers written up ? {Royal Society Arts.) 

8. On January 25, John Smith calle<l at the Union Bank of London and paid 
in the following : — 


(iold .......... 

Bank of England Notes ....... 

C heque drawn on tin? Old Bank, York .... 

C'he<|ue drawn on the Jcjirit Stock Bank, JYinces Street, E.C. 


/ 

-5 

()2 

41 




Trace the history of the above items as they would appear in the books of the 
Union Bank of London. (Royal Society Arts.) 

9. 1 paid into my Current Account with tin* National and Provincial Bank, 
Ltd., on October ly, the following:— 




/ 

s. 

d. 

(iold Coin . . . . . 



0 

0 

Sil\'er and Cu]q»er Coin . 


. 0 

15 

q 

Bank of England Ntdes . 


10 

0 

0 

Cheque on the Bank of England 


US 

12 

0 

'I'own Cheques (Ui vari(.)us Banks 



M 

2 

( liecjue on the National and Provincial Bank, Ltd. 

10 

2 

4 


i '^7 4 9 


Rule the following forms and enter therein the forcgf>ing items as far as the 
various forms are concerned : (i) Paying-in Sliy)s ; (2) Receiving Cashier's Counter 
Casli Book; (3) Received W’aste Book; (4) Bank of England Book. (London 
Chamber Commerce.) 

10. I drew a cheque on my Current Account for /53, which I presented for 
pavinent across the counter, taking £5 in gold, £5 in silver, and the remainder in 
£3 Bank of England notes. 

Rul<^ a form of leaving Cashier’s Counter Cash Book, and enter in it the fore¬ 
going transactions. (Royal Society Arts.) 

11. Give a ruling suitable for use in the Current Accounts I.edger of a Bank. 
Enter six specimen transactions therein ; and explain the advantages of the form 
you advocate. (London Chandfcr Commerce.) 

12. Describe the principal lK»oks of account (not more than six) used in 
Banking. (Chartered Accountants.) 

13. Explain the meaning of the following items extracted from the Balance 
Sheet of a Bank: («) Rebate cm ThIIs not due (liability side); (^d IMonej^ on short 
notice (assets side) ; ic) Liabilities of customers on acceptances as per contra 
fa.ssets .side) ; (d) Liabilities by indorsement on foreign bills sold (liabilities side). 
(Chartered Institute Secretaries.) 

14. Describe the ordinary routine of discounting a. bill of exchange, the entries 
to be made in the bank’s books, and the nature of the enquiries necessary. (Char- 
icred Secretaries.) 

15. After writing up the Profit and Loss Account, the Cicneral Ledger balances 
of the Conservative Bank, Ltd., as cm December 31, were as follows: Paid-up 
Capital, £1,500,000; Cash at Jiank of England and in hand, £2,600,980; Custo- 

B B 
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mers' Current and Deposit Accounts, 7,3^0,000; Bills Discounted, Loans and 
Advances, £14,482.000; Freehold IVemises, ^380,000; Rebate on Bills Dis¬ 
counted, not yet due, carried to next account, ^^24,^^00; Keservc Fund, ;fi,200,000 ; 
English Governinent Securities, £1,250,000; Other Government Securities, 
£■520,000 ; Profit and Loss Account (undistributed balance), £1 io,OSo; Securities 
pledged with public bodies, £81,000; Indian and Colonial Securities, £1,101,000. 
On the same date (December 31) the acceptances on behalf of customers, and for 
which they were liable, appeared in the Acceptance Book of the Bank at 
^ 1,725,420. Prepare a Balance Sheet as on December 31. (London Chamber 
Commerce.) 

16. From the following figures prepare the Profit and Loss Account and 

Balance Sheet of the B. C. Hanking C'ompany, lAd., at December 31 : Capital, 
£2,000,000; Reserve Fund, £1,000,000; Cash at Head Office, Branches and Bank 
of England, £4,685,450 14s. iiL ; Loans at Call, £2,020,183 145. Sd .; Interest paid 
to Customers, £<) 7,590 n^- yd.] I'rofit and l.oss Account Balance, June 30, 
ic)Tf>, £(>T,f)85 125 .; Investments: Consols, £6,050,248 175. id.] Colonial Stock, 
£050,127 35. gd.] Corporation St.ock, £1.209.246 iS.s. ; Other Securities, £12,732 
TI5. 5d.; Salaries and Expenses, £217,196 6t/. ; Current and Deposit Accounts, 

£3*b4.5t>,i 16 7.9. lod.] Liabilities on Acceptances, £3,234,502 1S5. Od.] Dis¬ 
counted Bills Current, £10,140,079 14s. 4J.; Advances to Customers, £10,434,135 
125 . 4d. ; Rebates on Bills not due carried to next Account (debit Profit and Loss 
Account). £27,207 6 s. 2d. ] Liabilities of Customers for drafts accepted by the 
Bank (as per contra), £3,234,502 18s. 6d.] Freehold lYemiscs, Fixtures, and Fit¬ 
tings, £488,127 5.9. 2d.] Amount now' written off l*remises .\ccount, £20,000; 
Gross Profit for Half-year. £553,335 145. id. (Incorporated Accountant. 

17. From the following particulars prepare the Profit and Loss Acctnint 
the half-year ended December 31 and Balance Sheet at that date of the Security 
Banking Company, Ltd. Before doing so transfer £50,000 to Reserve Account 
and write off £30,000 from I’remises Account; bring into account Rebate on Bills 
Discountt^d, £40,600, and Acceptances on Account of ('iistomers, £1,560,000. 

Investments in British Government Securities, £6,530,220; Adv'onccs to 
Customers, £20.840,450; Current and Deposit Accounts, £50,308,730; Cash 
in hand and at Bank of England, £7.560.680; Sala£|es and all Expiuises, including 
Auditors’ and Directors' Fees, £300,880; I’rolit ifTid Loss .Xccount, Cr. Balance 
at July I, £96,890; Bank Premises, £630,000; Investment in India Government 
Securities, Guaranteed Stock and Debentures. £3.566,840; Loans at Call and 
Short Notice, £3,740,330 ; Reserve Fund, £2,500,000 ; Investment in Metro])olitan 
and other Corporation Stocks, £1,876,540 ; 1 discounted Bills, £8,040,570 ; Interest 
Paid to Customers, £ 160,830 ; Capital Subscribed, £4,000,000—Paid up, £ i ,otH),ooo; 
Gross Pnifit, £548,420; Investmeiits in “ Other Securities," £300,500. 

18. Draw' up a rough Balance Sheet of an English joint-stock bank (other 
than the Bank of England) and explain the significance of the items included in it. 
(Chartered Secret a ties.) 



Chapter XXI 

BILLS OF EXCHANGE. CHEQUES. PROMISSORY NOTES 

[Arote.—The references throughout this section are to the Bills of Exchange Act, 
1882, unless otherwise stated.] 

The law governing Bills of Exchange, Cheques, and Promissory Notes 
is contained in the following Statutes: The Bills of Exchange A ct, 1882 ; 
the Bills of Exchange {Crossed Cheques) Act, 1917; and the Bills of 
Exchange {Time of Noting) Act, 1917. The rules in bankruptcy relating 
to these instruments continue to apply thereto, notwithstanding any¬ 
thing contained in these Acts, and so also do the rules of common 
law * and the law merchant,t in so far as they arc not inconsistent with 
any of the express provisions of the Acts. 

Bills of Exchange, Cheques, and Promissory Notes belong to that 
limited but highly important class of commercial documents known 
as Negotiable Instruments. A negotiable instrument is a document 
containing a contract to the ownership of which document are attached 
all rights under the contract. 'fhe bona-fide possessor of such a document 
is presumed to be the lawful owner of it. The document with all the 
rights conferred by it can be transferred by one person to another, 
sometimes by mere deliTOry, sometimes by delivery accompanied by 
indorsement of the docurrif nt, and the person to whom it is transferred, 
provided that he takes it in good faith, takes it free from any rights 
that could be enforced against the transferor, and free from any defect 
in the transferor's title to the document. It will be seen that negotiable 
instruments are an exception to the general rule of law that one party 
to a contract cannot assign his rights under the contract to a third 
party, except subject to any existing rights which the other party to 
the contract may have against him. 

Examples of negotiable instruments are: Bank-notes, Bills of 
Exchange, Cheques, Promissory Notes, Dividend Warrants, Exchequer 
Bonds, Debentures paj^^able to bearer. A Bill of Lading has some of 
the qualities of a negotiable instrument, but it is not a fully negotiable 
instrument, because no one who takes a bill of lading can acquire a 


♦ The Common Law is that great body of law which has never been formally 
enacted by anj^ Uigi.slative pow'er, but is founded upon tradition and the imme¬ 
morial and general custom of the realm, a.s interpreted by the judges. Since it does 
not originaie in any formal enactment it is often called “ the unwritten law.*' 
Statute Law consists of Acts of Parliament, and is often called the written law,** 4^ 
in contradistinction from the Common I^w (Disney, Elements of Commercial Law, 

p. I). 

t The Law Merchant resembles the Common Law in being unwritten, but it 
depends on commercial usage, which having become universal is recognised by the 
Courts as binding, but which may be of^nodern origin (Disney, op. cit., p. i). 
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better title to the goods represented by it than has the person who 
transfers it. 


I. Bills of Exchange. 

Uses of the Bill of Exchange. 

{a) It affords a cheap and safe means of remittance, avoiding the 
transfer of actual cash. Since a bill of exchange may be freely nego- 
tieited, the same bill may effect many transfers of funds, and so settle 
many debts, before it is finalh’^ discharged. 

(6) It is a great instrument of credit, enabling the seller of goods 
to give credit to the buyer, and at the same time obtain ready cash 
for himself. For example: A manufacturer sells to a merchant 
£100 worth of goods, one of the conditions of sale being that the 
buyer shall accept the seller's bill of exchange payable three months 
after date for the price of the goods. The seller draws, and the buyer 
accepts, the bill. The seller then indorses the bill in blank, takes it 
to his banker, who discounts the bill. That is, the banker immediately 
credits his customer's account with the amount of the bill, less the 
charge for discounting. If discount rate wxtc 6^0 amount 

credited would be £100 less I of £6 - £98 los. If the bill be duly paid 
at maturity, the banker retains the £100; if it be not paid, he returns 
the bill to "the customer and debits him with £too, plus any expenses 
incurred. Alternatively, where the circumstances warrant such a 
step, the banker retains the bill, and sues as Imlder for value, the partiiis 
to the bill. ^ 

(c) An accepted bill of exchange is better evidence of debt than an 
ordinary open book debt. In the first place, a bill fixes the date of 
payment. Secondly, if a debtor is sued for recovery of an open book 
debt, he may defend the action on any ground available to him. But 
if he has accepted a bill of exchange for the amount, then, provided he 
has received due consideration for his acceptance, he has no defence if 
he dishonours the bill. Thedrawer mayapply for summary jurisdiction, 
since the damages upon dishonour are liquidated damages (see p. 777). 

Legal Definition of Bill of Exchange. —^A bill of exchange is an un¬ 
conditional order in writing, addressed by one person to another, 
signed by the person giving it, requiring the person to whom it is 
addressed to pay on demand or at a fixed or determinable future time 
a sum certain in money to or to the order of a specified person or to 
bearer (S. 3 [i]). An instrument that does not comply with these 
conditions, or which orders any act to be done in addition to the pay¬ 
ment of money, is not a bill of exchange (S. 3 [2]). 

The points to note about the above definition are that to be a bill 
of exchange the instrument must be:— 

(a) “ An order.'' Not a prayer or entreaty but a command. 

(i) “ Unconditional." An order to pay out of a particular fund 
is not unconditional, but an unqualified order to pay, coupled w'ith 
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an indication of a particular fund out of which the drawee is to re¬ 
imburse himself, or a particular account to be debited with the 
amount; or a statement of the transaction which gives rise to the 
bill, is unconditional (S. i [3]). 

(c) ** In writing.” Writing includes print and typewriting. 

(d) “ Addressed by one person to another.” The word ” per¬ 
son ” includes a body of persons whether incorporated or not (S. 2). 
The person addressing the order is called the drawer ; the person to 
whom the order is addressed is termed the drawee. The drawee must 
be named or otherwise indicated in a bill with reasonable certainl3\ 
A bill may be addressed to two or more drawees whether they are 
partners or not, but an order addressed to two drawees in the alter¬ 
native, or to two or more drawees in succession is not a bill of ex¬ 
change (S. 6). 

(r) ” Signed by the person giving it.” It is not necessary that the 
drawer should append his signature to the order at the time of making 
it. Me may do so subsequently after acceptance, but until he does, 
the instrument is inchoate, i.e. incomplete. The drawer need not 
sign the order by his own hand; he may do so by his agent duly 
appointed for the purpose. 

(/) ” Requiring the person to whom it is addressed to pay on 
demand, or at a fixed or determinable future time.” A bill is payable 
on demand, when it is expressed to be so payable, or expressed to 
be payable ” at sight,'" or ” on j^resentation,” or w^hen no time for 
payment is expressed, or w^hen a bill is overdue and it is then accepted 
or indorsed (S. to). ” Fixed Time,” i.e. when a bill is expressed to 
be payable on a specilc future date, e.g. ” On the 30th September, 
19 iixed pay.” ” Determinable future time,” i.e. when a bill is 
expressed to be f)ayable at a fixed period after date or sight, e.g. 
” Sixty days after sight pay,” or ” Three months after date pay ”; 
or on, or at a fixed period after, the occurrence of a specified event 
that is bound to happen, e.g. ” One year after my death pay.” But 
an instrument drawn payable on or after the occurrence of a specified 
event that may or may not happen is not a bill of exchange, since no 
bill can be made payable on a contingency. Thus to draw an instru¬ 
ment in the following terms, ” On the arrival of the s.s. Cormorant 
at Southampton p^iy ” is not a bill of exchange, since the Cormorant 
may never arrive at Southampton (S. 11). 

(g) ” A sum certain in money.” The sum may be expressed to 
be payable with interest; or by stated instalments; or by stated 
instalments with a provision that upon default in payment of any 
instalment the whole shall become due; or according to an indicated 
rate of exchange, or a rate of exchange to be ascertained as directed 
by the bill. Where in a bill the words and figures differ in amount, 
the amount indicated by the words is the sum payable; and where 
a bill is payable with' interest, unless the instrument otherwise 
provides, interest runs from the date of the bill, or if it is undated 
from the issue thereof (S. 9). A bill is not invalid by reason that it 
is not dated, or ante-dated, or*^>ost-dated, or that it bears date on a 
Sunday (S. 3 [4]). And where a bill expressed to be payable at a 
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fixed period after date is undated, or where the acceptance of a bill 
payable at a fixed period after sight is undated, any holder may 
insert what he, in good faith, believes to be the true date of issue or 
acceptance, and the bill shall be payable accordingly (S. 12). 

(/i) '"To or to the order of a specified person/' The specified 
person is termed the payee of the bill. A bill is payable to order which 
is expressed to be so payable, or which is expressed to be payable to 
a particular person, and does not contain words prohibiting transfer 
or indicating an intention that it should not be transferable (S. 8 [4]). 
The payee must be named or otherwise indicated therein with 
reasonable certainty. A bill may be made payable to two or more 
payees jointly, or in the alternative to one of two, or one or some of 
several payees. A bill may also be made payable to the holder of 
an office for the time being, e.g. “ Pay to the Secretary of the Gas 
Light and Coke Company " (S. 7). 

(t) “ Or to bearer.” A bill is payable to bearer which is expressed 
to be so payable, or on which the only or last indorsement is an 
indorsement in blank (S. 8 [3]). Where the payee is a fictitious 
or non-existing person the bill may be treated as payable to 
bearer (S. 7). 

There are thus primarily three parties to a bill of exchange, viz. 
drawer, drawee, and payee. But frequently the drawer and the payee 
are the same person, because the drawer directs payment to be made to 
himself—” Pay to me [us] or my [our] order.” And the drawer and 
the drawee may be the same person. In the latter case, the holder 
may treat the instrument, at his option, eithel^as a bill of exchange or a 
promissory note (S. 5 [2]). 

It will be noted that throughout the above legai'definition the stress 
is upon the certainty of the instrument. A bill of exchange is evidence 
of a debt and security for its repayment. It is clear that if an order 
purporting to be a bill of exchange was encumbered with conditions; 
or the sum payable, or the time of payment, or the person by whom or 
to whom payment was to be made was uncertain; or if payment w^as 
coupled with, or made contingent upon, the performance of acts other 
than the payment of the sum expressed to be payable, it would be 
practically useless as an instrument of credit designed for general 
negotiation. 

The following illustrate common types of bills:— 


£300. 



London. 8 John Street, W.C.i. 

January 15, ig... 

On demand pay bearer the sum of Three Hundred Pounds 
value received. 

Sims, Woodhead & Co. 

To Mr. Robert Hudson, 

18 Boar Lane, 

Leeds. ' 
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The above is an example of an inland bill payable not to a specified 
person but to bearer. The bearer may be Sims. Woodhead & Co., or 
any person to whom the bill may be negotiated, or the holder of the 
bill. A bill payable to bearer may be negotiated merely by delivery. 
The expression “ Value received ” is commonly used on bills, but it is 
immaterial whether the words are added or not. since every party 
whose signature appears on a bill is pritna facie deemed to have 
become a party thereto for value (S. 30 [i]). The contrary has 
to be proved. For the stamp duty on bills, cheques, and promissory 
notes see p. 769. 


£500. 



London, 8 John Street, W.C. i. 

January 15, 19... 

Three months after date pay to Messrs. Soaines and Walker 
the sum of Five Hundred Pounds value received. 

per pro, Howard and Francis, Ltd., 
F. Watkinson, Director, 

Til Messrs. Ball & Co., 

18 Queen Street, 

Cardiff. 


The above is an example of an inland bill drawn at a determinable 
future time and payable to a specified person. The effect of drawing 
a bill payable to A, K. is the same as if it had been drawn payable to 


£250. 



London, 8 John Street, W.C. i. 

January 15, 19... 

One month after sight pay to us or our order tlie sum of Two 
Hundred and Fifty Pounds value received. 

J. J. Manisty & Co. 

To the Maxitone Co., Ltd., 

Britannia Works, 

Southall. 


A. B. or order, or the order of A. B., i.e. the bill must be negotiated by 
indorsement and delivery. 

The third bill illustrated above is an example of an inland bill drawn 
at a determinable future time and payable to a specified person, but 
where drawer and payee are the s^e person. [Note .—Inland bills are 
not usually drawn after sight, but either on demand, or after date.] 
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£376 :10 : 9. 


London, 8 John Street, W.C. i. 

January 15, 19... 


© Sixty days after sight pay this First of Exchange (Second 
and Third of the same tenor and date unpaid) to the order 
of The Westminster Bank, Limited, tlie sum of Two Hundred 
and Seventy-Six Pounds Ten Shillings and Ninepence value 
received. 

Alan, Borthwick & Co. 


To IMessrs. Charles How.\rd*s Sons, 
16 Fifth Avenue, 

New York. 


London. S John Street, W.C. i. 

January 15, 19... 

Ninety days after date of this First of Exchange (Second 
and Third of the same tenor and date unpaid) pay to our 
order the sum of Six Hundred Pounds value received. Ex¬ 
change as per indorsement. 

Langworthy & Company. 

To Messrs. B. X. Furtado y Cia, 

CORRIENTES 576. 

Buenos Aires. 


£600. 



£725- 



London,^ John Street, W.C. i. 

January 15, 19... 

Ninety days after siglit of this First of E'scchange (Second and 
Third of the same tenor and date unpaid) pay to the order 
of The National Bank of India, Limited, the sum of Seven 
Hundred and Twenty-Five I’ounds. Payable at the National 
Bank of India’s drawing rate for demand drafts on London, 
together with interest at six per cent. Y)er annum from date 
hereof to approximate due date of the arrival of the remit¬ 
tance in London. Documents to be surrendered on accept¬ 
ance. 


To Messrs. Chundra, Dutt & Co., 
Esplanade Row, 
Madras. 


J. J. Sanderson & Co. 


The three bills illustrated above are all foreign bills, the first being 
a clean bill, i.e, without shipping documents attached to it, the second 
a clean bill payable at a rate of exchange to be ascertained as directed 
by the bill, the third a documentary bill payable at a specified rate of 
exchange, together with interest as directed by the bill, the shipping 
documents to be surrendered to the drawees on their accepting the bill. 

Exchange as per Indorsement .—The rate of exchange at which the 
bill is to be paid is usually indicated by a London banker or bill broker, 
who converts the bill at the time it is sold to him by the drawer at such 
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a rate as will produce for the seller the exact sterling amount of the 

bill. The indorsement takes the following form: “ Pay-or order 

at the rate of - per £1 sterling." The amount converted into 

foreign currency at the rate indicated is then written below the sterling 
figures on the face of the bill, and that is the amount in foreign currency 
to be paid by the drawee. In this way, the English drawer is relieved 
of any cjuestion of loss or gain from fluctuations in the rate of exchange. 
The drawer advises his drawee of the conversion rate. This phrase is 
not so commonly used 011 bills as it was before our British banks and 
financial houses took up the business of foreign-exchange dealing. 

Inland and Foreign Bills. - - There are two classes of bills: (ci) irilaiul, 
(h) foreign bills. An inland bill is a bill which is or on the face of it 
]>urports to be both drawn and payable within the British Islands, or 
is drawn within the British Islands upon some person resident thereon 
(but not necessarily payable therein). Any other bill is a foreign bill. 
" British Islands " mean any part of the United Kingdom of Great 
Britain and Ireland, the islands of Man, Guernsey, Jersey, Alderney and 
Sark, and the islands adjacent to any of them being part of the domin¬ 
ions of His Majesty 4 

Stamp Duty on Bills and Notes.- By the Stamp Act, 1891, amended 
by the Finance Act, 1899, and the Finance Act, 1918, the stamp duties 
on bills and notes are as follows: 

5. d. 

Ill 11 of E-xchangf payable on demiiiul or at sight, or on presenta¬ 
tion, or within threejlays aft<rr date or sight, for any amount, o 2 
Bill of Exchange of ai* other kind whatsoever (except a bank 
note) and Promissory NV>t<*s of any kind whatsoever (except 
a bank note) ctfawii, or expressed to be ])a\’able, or actually 
])aid or indorsed, or in any miinner negotiated in tlie tTnitej.! 
ixingdom 

Where the amount or value of the money for which the bill 


or note is drawn or made <loes not exceed £5 . . .02 

Exceeds and iloes not exceed £10. . . . .02 

iio „ „ V23.03 

M „ £.5‘>. 

M £5‘> .. .. t75 . ^ ^ 

£75 . . . .TO 

Eor every £ i<^r), and also for any fractional part of £100 of 

such amount or value . . . . . . .10 


By S. 10 of the Finance Act, 1899, where a bill of exchange is drawn 
and expressed to be payable out of the United Kingdom, and is actually 
paid or indorsed or in any manner negotiated in the United Kingdom, 
and the amount for which the bill is drawn exceeds £50, the stamp 
duties arc reduced as follows:— 

Exceeding /50 and not exceeding £100 . . . . 

Exceeding £100, for every £roo and fractional part of ;£ioo . tv/. 

The stamp on bills payable on demand, or at sight, or on presenta¬ 
tion, or within three days after’^ate or sight may be adhesive or im¬ 
pressed, and a twopenny postage stamp or two penny postage stamps 
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may be used for the purpose. All other bills and notes must be drawn 
on paper impressed before issue with the bill or note stamps 
appropriated to that use, to the required amount of the duty. 

Foreign-drawn bills if payable on demand or at sight or on presen¬ 
tation or within three days after date or sight may be stamped with an 
ordinary twopenny postage stamp or with two penny postage stamps. 
But all other such bills, and all foreign-drawn notes must be stamped 
ad valorem with the special adhesive foreign bill or note stamps ” 
appropriated to this purpose. For stamping purposes, a bill of exchange 
or promissory note which purports to be drawn or made out of the 
United Kingdom is to be deemed to have been so drawn or made, 
although it may in fact have been drawn or made within the United 
Kingdom. The Channel Islands and the Isle of Man are regarded as 
foreign countries so far as stami) duty is concerned, and bills and notes 
drawn or made therein require stamping as foreign-drawn bills or 
notes. In all other respects such bills and notes are inland bills and 
notes. 

Acceptance of Bill.—With the exception of the first bill illustrated 
on p. 766, which is drawn payable on demand, and which, therefore, is 
presented to the drawee but once and that for payment, all the other 
bills will, in accordance with commercial practice, first be presented 
to the drawees as soon as possible for acceptance, and after acceptance 
be again presented to the drawees (now the acceptors) on the due dates 
for payment. 

A bill is presented for acceptance in order to make the drawee a 
party liable on the bill, and so render it the^more easily negotiable. 
Clearly, any person could write out an order calling upon another 
person to pay a sum of money, but until that other*person has assented 
to the drawer’s order upon him, he is under no liability on the bill. 
But the bill is perfectly valid without acceptance, and the drawer is 
liable to any person who may become a party to the bill by indorsement 
in the course of its negotiation prior to acceptance, and so also is any 
indorser of such a bill to a subsequent indorser, or to the holder. 

S. 39 of the Act mentions three instances where the holder of a 
bill must present it for acceptance, viz. (a) where a bill is payable after 
sight. This is necessary in order to fix the day of payment, [h) where the 
bill expressly states that it shall be presented for acceptance, [c) where 
a bill is drawn payable elsewhere than at the residence or place of 
business of the drawee. But, as already stated, it is the usual com¬ 
mercial practice to obtain acceptance of all bills not payable on demand 
at the earliest possible moment. 

Form of Acceptance .—The drawee of a bill assents to the drawer's 
order upon him by writing across the face of the bill the word “ ac¬ 
cepted,” and underneath that word his signature. He need not himself 
sign the bill; he may accept the bill by the hand of his agent duly 
authorised for that purpose. The word ” accepted ” is not really 
necessary, although it is invariably used. The signature is the vital 
thing that constitutes assent. The anceptances of the bills—illustra¬ 
tions I and 4 above—would take the following forms:— 
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The place where the lill is made payable is called the domicile of 
the bill. In example 4, it is necessary to state the day on which the 
bill was sighted, i,e, Hhe day on which it was presented for acceptance, 
in order to fix the day of payment, which in this instance is the sixtieth 
day from January 25. There are no days of grace in the United States. 

General and Qualified Acceptances, —The forms of acceptance shown 
above are general acceptances because they assent to the drawers' 
orders without qualification. But by S. 19 an acceptance may be 
qualified. The acceptance may make payment conditional, e.g. it may 
make payment contingent upon the surrender of shipping documents; 
or it may be a partial acceptance, as, e.g, where a bill for £100 is accepted 
payable for £50; or it may be qualified in time, as, e.g. where a bill 
drawn payable sixty days after sight is accepted payable ninety days 
after sight; or it may be the acceptance of one or more of the drawees 
of a bill but not of all; or it may confine payment to a particular 
specified place. But an acceptance to pay at a particular place is not 
qualified unless it expressly states that payment is to be made at that 
place only. 

By S. 44, the holder of a bill is not bound to take a qualified accept¬ 
ance and may treat the bill as dishonoured by non-acceptance if he 
cannot obtain a general acceptance. The holder of a bill who has taken 
a qualified acceptance should give immediate notice to the drawer 
and indorsers of the bill, and if t^Aese do not within a reasonable time 
express their dissent to the holder they are deemed to have assented 
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thereto. If the drawer or any indorser dissents, he is discharged 
from liability on the bill. Where the acceptance is partial, i.e. for 
part only of the amount, notice of the fact given by the holder to the 
drawer or any indorser operates to prevent his discharge from the 
bill. 

Rules as to Presentment .—Presentment for acceptance must be 
made by or on behalf of the holder of the bill to the drawer or to some 
one authorised to accept or refuse acceptance on his behalf at a reason¬ 
able hour on a business da}’ and before the bill is overdue. Where a 
bill is addressed to two or more drawees, who arc not partners, j^re- 
sentment must be made to them all, unless one has authority to accept 
for all, then presentment may be made to him only. Where the drawee 
is dead, presentment may be made to his personal representative; 
where he is bankrupt, to him or his trustee. Where authorised by 
agreement or usage, presentment through the post is sufficient (S. 

41 [!])• 

Presentment according to the above rules is excused, and the bill 
may be treated as dishonoured by non-acceptance, where the drawee 
is dead or bankrupt, or is a fictitious person, or a person not having 
capacity to contract by bill [e.g. an infant], or where, after the exercise 
of reasonable diligence, presentment cannot be effected, or where, 
although the presentment has been irregular, acceptance has been 
refused upon some other ground (S. 41 [2]). 

It is customary to allow the bill to remain with the drawee for a 
period of twenty-four hours, after which time he must deliver up the 
bill to the presenter on demand, or return it through the post if it has 
been presented for acceptance through the pof't. If the drawee declines 
to accept, he usually states his reason when delivering up the bill, e.g. 
“ No advice,*' Not in order," etc. 

When a bill payable after sight is negotiated, the holder must cither 
present it for acceptance or negotiate it within a reasonable time. If 
he does not do so, the drawer and all indorsers prior to the holder are 
discharged. What is reasonable time is detemiincd by the nature of 
the bill, the usage of trade with respect to similar bills, and the facts 
of the particular case (S. 40). 

When a bill is duly presented for acceptance and is not accepted 
within the customary time, the person presenting it must treat it as 
dishonoured by non-acceptance. If he do not, the holder shall lose his 
right of recourse against the drawer and indorsers (S. 42). When a 
bill is dishonoured by non-acceptance, an immediate right of recourse 
against the drawxT and indorsers accrues to the holder, and no pre¬ 
sentment for payment is neces.sary (S. 43 [2]). See Dishonour of Ifill, 
P- 774. 

Presentment for Payment. —A bill must be duly presented for 
payment, for if not the drawer and indorser arc discharged. A bill 
not payable on demand must be presented on the day it falls due. 
A bill payable on demand must be presented within a reasonable time 
after issue to make the drawer liaWe, and within a reasonable time 
after indorsement to make the indorser liable. " Reasonable time " 
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means reasonable having regard to the nature of the bill, trade usage 
with regard to similar bills, and the facts of the particular case. 

l^resentment for payment must be made by the holder, or a person 
authorised by him to receive payment, at a reasonable hour, on a 
business day, at the proper place, to the person designated by the bill as 
payer, or to some person authorised by him to pay or refuse payment. 

Proper place means the place of payment specified in the bill, 
r.g. the bank where a bill is domiciled; or, where no place is specified, 
the address of the drawee or acceptor given in the bill; or, where no 
place of payment is specified and no address given, the drawee's 
or acceptor's place of business if known, and if not, his ordinary 
residence if known ; or in any other case at whatever place the drawee 
or acceptor can be found, or his last known place of business or residence. 

Where a bill is presented at the proper place, and after the exercise 
of reasonable diligence no person authorised to pay or refuse payment 
can be found, no further presentment to the drawee or acceptor is 
required. 

Where a bill is drawn upon or accepted by two or more persons who 
are not partners, and no place of payment is specified, presentment 
must be made to them all. Where the drawee or aceex^tor is dead, 
and no place of payment is specified, presentment must be made to a 
personal representative if such there be, and with the exercise of 
reasonable diligence he can be found. 

Where authorised by agreement or usage presentment through the 
X^ost office is sufficient (S. 45). 

Delay in presentment for payment is excused when the delay is 
caused by circumstances beyond the holder's control, and not imputable 
to his default, misconducf, or negligence. But wiien the cause of delay 
ceases to oi^^erate presentment must be made with reasonable diligence. 

Presentment for payment is dispensed with where presentment as 
required by the Act cannot be effected; w'here the drawee is a fictitious 
X)erson; as regards the drawer, where the drawree or acceptor is not 
bound, as between himself and the draw’er, to accept or pay the bill, 
and the drawer has no reason to believe that the bill would be paid if 
X)rcsented; as regards an indorser, where the bill was made for his 
accommodation, and he has no reason to expect that the bill w^ould be 
paid; by waiver of presentment, express or implied (S. 46). 

Days of Grace.—^Where a bill is drawn payable after date or after 
sight, it is the law in this country that, unless the bill by its terms 
provides otherwise, the due date of payment is three days after the 
determinable date fixed by the bill. 

By S. 14, where a bill is not payable on demand, the day on which it 
falls due is determined as follows:— 

Three days, called days of grace, are, in every case where 
the bill does not otherwise provide [e,g, where the bill is payable 
on a d^itc fixed, or is made payable without days of grace], added to 
the time of payment ris fixed»^y the bill, and the bill is due and 
payable on the last day of grace. 
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But inasmuch as bills and cheques are payable only on business 
days (and within banking hours), S. 14 also provides as follows— 
{a) When the last day of grace falls on Sunday, Christmas Day, 
Good Friday, or a day appointed by Royal Proclamation as a public 
fast or thanksgiving day, the bill is due and payable on the preced¬ 
ing business day. 

(b) When the last day of grace is a bank holiday (other than 
Christmas Day or Good Friday), under the Bank Holidays Act, 
1871, and Acts amending or extending it, or when the last day of 
grace is a Sunday, and the second day of grace is a bank holiday, 
the bill is due and payable on the succeeding business day. 

WTiere a bill is payable at a fixed period after date or sight or the 
happening of a specified event, the time of payment is determined by 
excluding the day from which the time is to begin to run, and by includ¬ 
ing the day of payment. 

Where a bill is payable as a fixed period after sight, the time begins 
to run from the date of acceptance, or if the bill is noted or protested 
for non-acceptance or for non-deliveiy- from the date of noting or 
protesting. 

The term " month in a bill means calendar month. (A bill dated, 
for example, April 30 and drawn payable one month after date becomes 
due for payment on June 2, and not on June 3. No account is taken 
of '' lacking days. Thus a bill dated January 31 payable two months 
after date is due for pajnnent on April 3.) 

Dishonour of Bill.—A bill payable on demand can be dishonoured 
in one way only, viz. by non-payment. A J-ill payable after sight or 
date may be dishonoured in one of two ways, viz. {a) by non-acceptance, 
[b) non-payment. When a bill is dishonoured "by non-acceptance, 
an immediate right of recourse against the drawer and indorsers accrues 
to the holder, and no presentment for payment is necessary (S. 43). 
And that right of recourse becomes a right of action against all prior 
parties to the bill as soon as the holder has given due notice of dis¬ 
honour to those parties, and, where necessary, has had the bill protested. 
Similarly, where a bill is dishonoured by non-payment, the holder has 
an immediate right of recourse against each party to the bill, which 
crystallises into a right of action against them as soon as he has given 
them due notice of dishonour, and, where required, has had the bill 
protested. But it is not necessary in order to take proceedings against 
the drawee or acceptor of a dishonoured bill to protest the bill or give 
him notice of dishonour (S. 52 [3]). The drawer of a bill and any 
indorser thereof to whom due notice of dishonour is not given is dis¬ 
charged from liability on the bill (S. 48). 

Notice of Dishonour.—This matter is dealt with in Sections 48 to 50 
of the Act. 

No special form of notice is laid down by the Act, but the terms of 
the notice must sufficiently identify the bill. Notice may be given 
orally or in writing. If written, the 4}otice need not be signed. If the 
notice is duly addressed and sent through the post, notice is deemed 
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to have been given, notwithstanding any miscarriage by the Post 
Office. 

Usually, notice takes the form of a letter from the holder or his 
agent in that behalf, to the party he seeks to charge, or to that party^s 
agent, intimating the fact of dishonour either by non-acceptance or 
non-payment, giving particulars of the bill and the parties thereto, 
and requesting immediate payment of the amount of the bill plus any 
expenses incurred. As between collecting banker and customer, the 
return to the latter of a dishonoured bill is in point of form deemed 
sufficient notice of dishonour. 

Notice must be given by or on behalf of the holder, or by or on 
behalf of an indorser who is himself liable on the bill at the time notice 
is given. So, if any party to a dishonoured bill be discharged for want 
of notice, or for want of notice within reasonable time, that party 
cannot give effectual notice of dishonour. Notice may be given as 
soon as the bill is dishonoured, and must be given within a reasonable 
time thereafter. In the absence of special circumstances, reasonable 
time means: {a) where the person giving and the person to receive 
notice reside in the same town, the notice is sent off in time to reach the 
latter the day after dishonour; (6) where they reside in different places, 
the notice is sent off the day after dishonour, if there be a post at a 
convenient hour on that day, and if not by the next post thereafter. 

Where a bill is in the hands of an agent, as, e,g. where one banker 
employs another banker as agent for collection, both agent and princi¬ 
pal have each the same time in which to give notice of dishonour, and 
any party to a bill receiving due notice has also the same time for givdng 
notice to prior parties to^the bill. 

Where the drawer or ^indorser is dead, and the party giving notice 
knows it, notice niMst be given to a personal representative if such 
there be, and with the exercise of reasonable diligence he can be found. 
Where the drawer or indorser is bankrupt notice may be given to the 
bankrupt or to the trustee. Where there are two or more drawers or 
indorsers who are not partners, notice must be given to each, unless 
one of them has authority to receive notice for the others. 

Delay in giving notice is excused where the delay is caused by 
circumstances beyond the control of the party giving notice, and not 
imputable to his default, misconduct, or negligence. When the cause 
of delay ceases to operate the notice must be given with reasonable 
diligence. 

Notice is dispensed with when, after the exercise of reasonable 
diligence, notice cannot be given, or fails to reach the person sought to 
be charged; or, when notice is expressly or impliedly waived; as 
regards the drawer, where drawer and drawee are the same person, or 
where the drawee is a fictitious person, or a person incapable of con¬ 
tracting by bill, or where the drawer is the person to whom the bill is 
presented for payment, or where the drawee or acceptor as between 
himself and the drawer is under no obligation to pay the bill, or where 
the drawer has countermanded payment. As regards the indorser, 
where the drawee is a fictitious parson, or a person not having capacity 
to contract, and the indorser was aware of the fact at the time he in- 
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dorsed the bill; or where the indorser is the person to whom the bill is 
presented for payment; or where the bill was accepted or made for his 
accommodation. 

Noting and Protesting.—Where an inland bill is dishonoured it may 
be noted and protested, but, except where an inland dishonoured bill is 
to be accepted or to be paid for honour, noting and protesting are not 
legally necessary. But a dishonoured foreign bill, whether it be dis¬ 
honoured by non-acceptance or by non-payment, mnst be protested, 
otherwise the drawer and indorsers are discharged. And a foreign 
bill that has been protested for non-acceptance, and afterwards been 
presented unsuccessfully for payment, may again be protested for 
non-payment. It is necessary that the fact of dishonour should, in the 
case of foreign bills, be indisputably established, and a notary's certifi¬ 
cate of dishonour is e\^erywhere accepted as conclusi\'e proof of the 
fact. The dishonoured bill is handed, immediately on dishonour, to 
a m>tary public, and that functionary must re-j>resent the bill to the 
drawee or acceptor not later than the next business day following the 
day of dishonour {Bills of Exchange {Time of Noting) Act, 

Noting consists of a memorandum WTitten on the bill consisting 
of the date, the charges for noting, a reference to the Notary’s register 
containing particulars of dishonoured bills, and his own initials. Tlie 
Notary also attaches to the bill a slip on which he writes the reason for 
dishonour, if any is gi\'en to him. Protest is an extension of the act 
of noting. It consists of a formal certificate given by the Notary, 
containing a copy of the bill, specifying the name and address of the 
person to whom he presented it, and of the person on whose behalf, 
and the date on which he j)resented it, andVihe answer given to him, 
or else the fact that the drawee or acceptor could not be found. The 
formal protest need not be made at the time of noting, but may be 
extended at any time, as of the date of noting, prior to bringing an 
action on the bill. Protest is dispensed with in circumstances which 
would dispense with notice of dishonour, and delay in noting or pro¬ 
testing is excused in circumstances that would excuse delay in giving 
notice of dishonour (S. 51). 

Acceptance and Payment for Honour.—By S. 15, the drawer or 
any indorser of a bill may insert therein the name of a p)crson to whom 
the holder may resort should the bill be dislionourcd by non-accej)t- 
ance or non-payment. Such a person is called the referee in case of 
need (or more briefly the case of need). The holder may or may not 
resort to the case of need at his option. The mention of a case of 
need in a bill does not make him a party to the bill, but he may become 
a party to it, if the holder, having first j^rotested the bill for non- 
acceptance or non-payment, resorts to him, and he accepts, or pays, 
the bill for honour. 

By S. 65, where a bill has been protested for dishonour by non- 
acceptance, and it is not overdue, any person not already liable on the 
bill may with the holder’s consent intervene and accept the bill supra 
protest for the honour of any jmrty ^able thereon, or for the honour of 
the person for whose account the bill is drawn. Such an acceptance is 
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known as an acceptance for honour supra protest, and to be valid it must 
be written on the bill and indicate that it is an acceptance for honour, 
and be signed by the acceptor for honour. Where the acceptance for 
honour does not state for whose honour it is made, it is deemed to be 
an acceptance for the honour of the drawer. The maturity of a bill 
payable after sight and accepted for honour is calculated from the 
date of noting for non-acceptance. 

By S. 66, the acceptor for honour engages that he will, on due 
presentment, pay the bill if it is not paid by the drawee, provided that 
the bill is protested and due notice of these facts is given to him. He 
is liable to the holder and to all parties to the bill subsequent to the 
party for whose honour he accepts the bill. 

By S. 68, where a bill has been protested for non-payment, any 
person may intervene and pay it supra protest for the honour of any 
party liable thereon, or for the honour of the person for whose account 
the bill is drawn. Such a payment is known as payment for honour 
supra protest. Where a bill has been paid for honour, all parties subse- 
(jiient to the party for whose honour the bill is paid are discharged. 
The payer for honour is subrogated to the holder, i,e, he, so to speak, 
steps into the holder's shoes, and has all the holder's rights against, 
and is subject to all the holder's duties to, the person for whose honour 
he pays, and all parties liable on the bill to that person. 

It is to be noted that an acceptance for honour can be made only 
by consent of the holder, and the acceptor for honour must not prior 
to his acceptance be liable on the bill, and the bill must not be overdue. 
If the holder consents to a person accepting for honour, he loses his 
immediate right of recostrse against prior parties to the bill. It is 
therefore but just that the holder should have the right to say whether 
he will accept a case of need, or an intervener for honour, and await the 
result of presentment for payment to the case of need or the intervener 
rather than take action at once on the bill dishonoured by non-accep¬ 
tance. But the consent of the holder is not necessary to the interven¬ 
tion of a payer of the bill for honour, and the intervener may already 
be liable on the bill. Further, it is clear that the bill must be overdue 
before he intervenes. A holder cannot look for more than payment 
of the bill according to its tenor, and, if he refuses payment supra 
protest, he loses his right of recourse against any party to the bill who 
would have been discharged by such payment. 

It is the usual practice for acceptances for honour to be attested by 
a notary, and, by S. 68 (3), a pa5anent for honour must be so attested 
in order to operate as such. 

Amount Recoverable on Dishonoured Bill.—By S. 57, where a bill is 
dishonoured, the measure of damages, which shall be deemed to be 
liquidated damages {t,e, agreed damages, the amount of which cannot 
be questioned) shall be: the amount of the bill; interest thereon 
from the time of presentment for payment, if the bill is payable on 
demand, and from the maturity of the bill in any other case (usually 
at 5% p.a.); the expenses of n^ing, and the expenses of protest if 
protest IS necessary and has been extended. Interests may be payable 
by the terms of the bill itself. This applies to bills dishonoured in 
cc 
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this country. Where a person is liiihlc on a bill and it is dishonoured 
in a foreign country wherein it is payable, the measure of damages is 
the amount of the re-exchangc with interest thereon until the time of 
payment, plus expenses. Re-exchange means the amount in sterling 
that would have been required to produce in the place of payment at 
the time of dishonour the exact amount of foreign currency for which 
the bill is drawn, or expressed to be payable. 

Liability of Parties to a Bill.—l^y S. 54. the acceptor is the person 
primarily liable on a bill, for he it is who contracts to pay it according 
to the tenor of his acceptance. By accepting, he acknowledges the 
existence of the drawer, the genuineness of his signature, and his capacity 
and authority to draw the bill; and, if the bill is drawn to the drawer's 
order, the capacity of the drawer to indorse, but not the genuineness or 
validity of his indorsement: and. if the bill is payable to the order of 
a third person, the existence of the payee and his then capacity to 
indorse, but not the genuineness or validity of his indorsement. The 
acceptor cannot deny any of these things to a holder in due course of a 
lull: and he can seldom have any ground of defence against an action 
for the amount of the bill brought against him by such a holder, except 
in the case of forgery. 

As to forgery, S. 24 says that a forged or unauthorised signature 
on a bill is wholly inoperative, and no right to retain a bill or to give a 
discharge therefor or to enforce payment thc'reof against any party 
thereto can be acquired through or under that signature, unless the 
party against whom it is sought to retain or enforce payment of the l)ill 
is precluded from setting up the forgery or want of authority (e.g. where 
the party sought to be charged has by his conduct led the other party 
to believe the forged signature to be genuine, or hc)S not repudiated the 
forgery as soon as it was brought to his notice). 

By S. 55 (i), the drawer of a bill engages that on due presentment it 
shall be accepted, and paid according to its tenor, and that if it is 
dishonoured he will compensate the holder or any indorser who is 
compelled to pay it, provided that the requisite j^roceedings on dis¬ 
honour be duly taken. He cannot deny to a holder in due course the 
existence of the pay^ee and his then capacity to indorse. 

S. 55 (2), the liability of an indorser is similar to that of the 
drawer, but whereas the drawer is liable to the holder or any indorser 
who is compelled to pay the bill, an indorser is liable only to the holder 
and those indorsers subsequent to himself, provided that the requisite 
proceedings on dishonour be duly taken. An indorser cannot deny 
to a holder in due course the genuineness and regularity in all respects 
of the drawer’s signature, and all previous indorsements, and to his 
immediate or a subsequent indorsee that the bill was at the time of 
his indorsement a valid and subsisting bill, and that he had then a 
good title thereto. 

Where there are two or more indorsements on a bill, each indorse¬ 
ment is deemed to have been made in the order in which it appears on 
the bill, until the contrary is proved j[S. 32 [5]). 

Where a bill is dishonoured by non-acceptance, the drawee is not 
liable on the bill, and the drawer's remedy against the drawee is to 
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sue him not on the bill itself, to which he is not a party, but for the 
consideration in respect of which the bill was drawn. But the holder 
of such a bill may sue all parties to the bill, provided he has given, or 
they have in fact received, due notice of dishonour. Where an accepted 
bill is dishonoured by non-payment, the acceptor is the person ]:)rimarily 
and ultimately liable on the bill, and the liability will be forced back 
from the holder, through each indorser in the order in which he indorsed, 
to the drawer, and by him upon the acceptor. But provided that the 
holder has given due notice of dishonour to each party to the bill, or 
each party (other than the acceptor) has in fact received due notice 
through other parties to the bill, the holder can, if he fails to secure 
payment from his own indorsee, proceed against any other indorsee or 
against the drawer, for each party to the bill is severally liable upon it. 
Usually, however, the holder looks to his own immediate indorsee 
for payment, and is paid by him, and the indorsee who pays the holder 
looks to his own immediate indorsee and is paid by him, and so the 
liability is forced back upon the drawer, who, having paid, is left with 
his legal remedy against the acceptor. 

Holder and Holder in Due Course.—^Both these terms have been 
used above, and it is necessary to understand their precise significance. 
By S. 2, the holder of a bill is the payee or indorsee of a bill or note who 
is in possession of it, or the bearer thereof. A mere holder may, how¬ 
ever, be infectiid with notice of some defect in the title to the instru¬ 
ment of the person wlio negotiated it to him, and for that reason be 
unable to enforce ])ayment of it. Opposed to a bare holder is a holder 
in due course. By S. 29, a hokler in due course of a bill is a holder who 
has taken a bill, comple^ and regular on the face of it, under the fol¬ 
lowing conditions, viz. that he became the holder of it before it was 
overdue, and withoiTt notice tliat it had been previously dishonoured, 
if such was the fact; that he took the bill in good faith and for value, 
and that at the time the bill was negotiated to him he had no notice of 
any defect in the title of the person who negotiated it. 

Value is defined in S. 27 as follows:— 

Valuable consideration for a bill may be constituted by any con¬ 
sideration sufficient to support a sinipki contract all contracts by bill 
are simple contracts); an antecedent debt or liability. Where value 
has at any time been given for a bill, the holder is deemed to be a 
holder for value as regards the accej^tor and all parties to the bill who 
became parties prior to .such time. Where the holder of a bill has a 
lien on it, arising either from contract or by implication of law, he is 
deemed to be holder for value to the extent of the sum for which he 
has a lien. 

The difference in the position of a liolder mid a holder in due course 
may be simply explained as follows: A draws a bill upon B for the price 
of goods sold to B, which B accepts. A then negotiates the bill to C. 
It turns out that the goods are defective and rejected by B, who dis¬ 
honours the bill on presentment for payment. A cannot recover the 
amount of the bill from B, beciMpse the consideration for the bill has 
failed. But if C has given value for the bill to A. and has taken it in 
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good faith, knowing nothing of the facts, and before it was overdue, 
then C is holder in due course of the bill and can recover the amount 
either from B or from A. If, on the other hand, C was aware that the 
consideration for the bill had failed at the time he took it, he would be 
a holder of the bill but not a holder in due course, and would have no 
better right to enforce payment against B than A had. 

Again, suppose D to be the holder of an overdue bill, and he nego¬ 
tiates the bill to E. Then since E takes the bill when it is overdue, he 
cannot be a holder in due course of the bill. So if D has a right to enforce 
payment E has as good a right, but if D has no right E has no right. 

The date shows whether a bill not payable on demand is overdue 
or not. A bill payable on demand is deemed to be overdue when it 
has been in circulation for an unreasonabh' time. Wliat is an unrea.son- 
ablc time is a question of fact (S. 36 [3]). 

No one can become a holder in due course of a bill who takes it 
with notice that it has been dishonoured, but if a person hona fide takes 
such a bill without notice of the dishonour he is a holder in due course 

(S. 36 [5])- 

No one can become a holder in due course of a bill if it is vitiated 
by a prior forgery, or if the bill is void under any Statute. But if a 
person takes a bill drawn payable to bearer, or which has become 
payable to bearer by a genuine indorsement in blank, from a person 
who has found or stolen such a bill, and who is therefore a wrongful 
holder, and he does so in circumstances that satisfy the definition of a 
holder in due course contained in S. 29, then he is such a holder, and 
can sue all parties to the bill, for he is not affected by the fact that his 
transferor had no title to the bill. * 

Negotiation of Bill.—The negotiation of bills is governed by Sections 
31 to 37 of the Act. • 

A bill is negotiated vvhf*.n it is transferred from one person to another 
in such a manner as to constitute the transferee the holder of the bill. 
A bill payable to bearer is negotiated by delivery. A bill payable to order 
is negotiated by the indorsement of the holder completed by delivery. 

Indorsement consists of the holder's signature wTitten on the back 
of tlie bill, or on an allonge, or on a “ coj)y " of a bill issued or nego¬ 
tiated in a country where “ copies " are recognised. (An allonge is a 
piece of paper gummed to the bill in order to accommodate further 
indorsements when the back of the bill is already full). 

Where in a bill payable to order, the payee or indorsee is wrongly 
designated or his name is misspelt, lie may indorse the bill as therein 
described, adding, if he thinks tit, his proper signature. 

If a bill be made payable to " A. B." or to A. B. or order," or 
" to the order of A. B." and A. B. indorses the bill without specifying 
the indorsee, the indorsement is an indorsement in blank, and the bill is 
then payable to bearer and can be negotiated thereafter by delivery alone. 

If A. B., when indorsing the bill, specifies the indorsee, e.g, " Pay 
C. D. or order, A. B." the bill is still an order bill, and C. D. must 
negotiate it by indorsement and delivery. Such an indorsement is 
termed a special indorsement. ^ 

When a bill has been indorsed in blank, any holder may convert the 
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blank indorsement into a special indorsement by writing above the 
indorser's signature a direction to pay the bill to or to the order of 
himself or some other person. 

In the commercial practice of this country it is the invariable rule 
to negotiate a bill by indorsement and deliver, since, naturally, in all 
cases, the transferee of a bill desires his transferor to be a party liable 
on the bill. 

An indorsement must be an indorsement of the entire bill, it cannot 
purport to transfer a part only of the amount to the transferee; and 
it cannot purport to transfer the bill to two or more indorsees severally; 
and it cannot be a conditional indorsement, for, if it is, the condition 
can be disregarded. But an indorsement may be a restrictive indorse¬ 
ment prohibiting further negotiation of the bill, as, where the indorse¬ 
ment takes the following forms: Pay A. B. only "; or “ Pay A. B. 
for the account of C. D.” ; or “ I^ay A. B. for collection." 

Where a bill is payable; to the order of two or more payees or in¬ 
dorsees who are not partners, all must indorse, unless one has authority 
to indorse for the other or others. 

Principal and Agent.—No person is liable as a party to a bill who 
has not signed it as such, but if a person signs a bill in a trade or assumed 
name he is just ns liable as if he had signed his own name. A partner 
signing the name of his firm makes the firm and each member of the 
firm liable on the bill, provided the partner signing was acting within 
the scope of his authority (S. 23). 

Generally speaking, whatever contract a person may make in his 
own name he may also make through his duly appointed agent. An 
agent who signs his own name only to a bill makes himself personally 
liable on the bill but#not his principal, and he is also personally liable 
though he adds merely descriptive words to liis signature. Fpr 
example, an agent who, purporting to accept a bill on behalf of his 
principal, .signs in the fonn *' A B., agent " is alone liable on the bill. 
To negative i)ersonal liability, the agent's sipiature must clearly show 
that he is signing in a representative capacity, e.g. thus: " per pro." 
(or " for and behalf of ") " Jonathan Edwards, James Brown or 
" For and behalf of The Alliance Trading Company, Ltd., Howard 
Jenkins, Managing Director." A signature by procuration operates 
as notice that the agent has but a limited authority to sign, and puts 
the person taking an instrument so signed on enquiry as to the scope 
of the agent's authority, for if the agent is e.xceeding his authority in 
so signing, the principal is not bound by the signature (SS. 25 and 26). 
The agent, however, is liable in damages for having pretended to an 
authority that he did not possess. 

By S. 3r, where any person {e.g, an agent) is under obligation to 
indorse a bill in a representative capacity, he may indorse the bill in 
such terms as to negative personal liability. He does this adding to 
his signature the words " Sans Recours," or " Without recourse to me." 

Discharge of Bill.—^A bill is di^harged when all rights of action on 
the bill are extin^iishcd. But aunough the bill itself be discharged, 
there may still exist rights of action arising out of the transaction in 
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respect of which the bill was drawn. For example, if a person accepts 
a bill for the accommodation of a person not liable on the bill, and he 
pays it, the bill is discharged, but the acceptor still has a right of action 
against the person for whose accommodation he accepted the bill. 

A bill may be discharged in five ways : 

(1) By payment in due course. Payment in due course means 
payment made at or after the maturity of the bill to the holder thereof 
in good faith, and without notice that his title to the bill is defective. 
Payment by the drawer or an indorser does not discharge the bill, 
for both still have rights of action on the bill (S. 39 [i]). 

(2) When the acceptor becomes the Iiolder of it at or after its 
maturity in his own right, i.e. when in the course of its negotiation 
it is negotiated back to the acceptor. By such circuify of actio 7 i the 
right of the acceptor as holder of the bill cancels his liability upon it 
as acceptor (S. 61), 

(3) When the holder of a bill at or after its maturity absolutely 
and unconditionally renounces his rights against the acceptor. The 
renunciation must be in writing, unless th(‘ bill is delivered up to the 
acceptor (S. 62 [1I). 

(4) When a bill is intentionally cancelled by the holder or his 
agent, and the cancellation is apparent. Any party liable on a bill 
may be discharged by tlie holder or his agent intentionally cancelling 
that party's signature. Such cancellation serves to discharge all 
indorsers subsecpicnt to the partj^ discharged, but the bill is undis¬ 
charged as regards other parties to the bill (S. 63). 

(5) When a bill or acceptance is materially altered without the 
assent of all parties liable on the bill, thetbill is avoided except as 
against a party who has himself made, authorise^!, or assented to the 
alteration, and subsequent indorsers. The following alterations are 
material, viz. alterations of date, sum payable, time of payment, 
place of payment, and where a bill has been accepted generally, the 
addition of a place of payment without the acceptor's assent (S. 64). 

An immaterial alteration has no effect, and where a bill has been 
materially altered and the alteration is not aj^parent, a holder in due 
course has the same rights under the bill as he would have if it had not 
been altered (S. 64). 

Accommodation Parties and Bills.—A person who signs a bill as 
drawer, acceptor, or indorser without receiving vahie for so doing, and 
for the sole purpose of enabling the person to whom he lends his name 
to raise money is termed an accommodation party. The person accom¬ 
modated is bound to provide funds to discharge the bill at maturity, 
but, whether he does so or not, the person accommodating may be 
compelled to pay the bill to any holder of the bill for value. If a 
person takes an accommodation bill for value, it is immaterial whether, 
at the time of taking it, he knew that the party from whom he took it 
was an accommodation party. 

An accommodation hill is a bill which is accepted, without the 
acceptor receiving value for so doii%, in order to accommodate some 
other person who may or may not be liable on the bill. Such an 
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acceptor, although primarily liable thereon, is not the principal debtor 
on the bill, but a surety for the party whom he accommodates, and 
that party is bound to provide the acceptor with funds to meet the bill 
at maturity (S. 28). 

Bill in a Set.—Inland bills are not drawn in a set, but foreign bills 
usually are—Continental bills in a set of two, bills on more remote 
countries in a set of three. Bankers' drafts eire commonly drawn in 
sets of two marked '' Original " and “ Duplicate." Each bill of the 
set is numbered and contains a reference to the other part or parts. 
The examples on p. 7^)8 illustrate a bill in ci set. Each part is worded 
alike, except that the s(*cond part would read " Pay this Second of 
Exchange (first and third of the same tenor and date unpaid)," and the 
third part “ Pay this Third of Exchange (first and second of the same 
tenor and date unpaid)." The first of Exchange is sent forward by 
one mail, and the second by a subsequent mail, hence the latter is 
called the sectinda via. 

One part only of such a b\\\ is stam})ed, since all three (or two) parts 
constitute but one bill. One part only, usually the first that comes 
to hand, is presented for acceptance and accepted. If more than one 
part were accepted, the acceptor would be liable on each accepted 
part as separate bills to different holders in due course of such parts. 
Further, the holder of the bill, if he indorsed more than one jxirt, 
w'ould be liable to a holder in due course of each part that he had in¬ 
dorsed. And if the acceptor ])aid the bill, without requiring the part 
that he had accei)ted to be delivTied up to him, he would be liable to 
a holder in due course of the ])art that he had accepted. With these 
exceptions paymc'iit of c^ie part discharges the whole bill (S. 71). 

^ II. Cheques. 

A cheque is a spc'cialised bill of excliange. It is legally defined in 
vS. 73 as " a bill of exchange drawn on a banker ])ayabie on demand." 
The definition of a bill of exchange, set out on p. 764, applies equally 
to a cheque, except that a cheque must always be payable on demand, 
and always be drawn upon a banker. The law applicable to bills of 
exchange jmyable on demand applies generally to cheejues, with siicli 
exceptions as are set out in Pt. Ill of the Act of 1882, and briefly 
noted below. 

As with other bills of exchange, so with cheques. To every cheque 
there are primarity three parties, viz. drawer, drawee (a banker), and 
payee. But frequently the drawer and payee are the same person, 
because the drawer directs payment to himself. 

A cheque, being payable on demand, is not presented to the drawee 
banker for acceptance but onl}^ for payment, and the banker is bound 
to pay the cheque only so long as he holds funds of the drawer sufficient 
to pay it, or within the limits of any overdraft the banker may have 
agreed to allow the drawer. If a banker wrongfully refuses to pay a 
customer's cheque, he is liable to an action for damages for injury to the 
customer's credit. 

Dishonour of Cheque.- Whe^ a banker dishonours a cheque, the 
drawer is entitled to notice of dishonour, but notice is dispensed with 
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when: (a) the drawer has no funds or insufficient funds to his credit, 
and has therefore no reason to expect that the cheque will be paid; 
or (b) when the customer has countermanded payment; or (c) when the 
banker has had notice of the drawer’s death or of an act of bankruptcy 
committed by him, or of an assignment by the drawer of his available 
balance at the bank, or of a garnishee order restraining the drawer 
from operating upon the account, or where the banker has knowledge 
that a breach of trust is intended by the drawer in drawing the cheque, 
or, in the case of a company, of its winding-up. In other circumstances, 
for example, where a cheque is irregularly drawn, the banker should give 
due notice to the customer. 

When dishonouring cheques, the banker marks upon them the 
reason for dishonour. If the reason be insufficiency of funds, the best 
answer is R/D refer to drawer, although >J/S = not sufficient funds, 
is also used when the circumstances justify this marking. Other 
markings, where appropriate, are “ Words and figures differ,” ” In¬ 
dorsement irregular,” ” Effects not yet cleared,” ” Second signature 
required,” etc. Answers must be written in ftdl on the instrument. 

Crossed Cheques.—A cheque may be crossed generally or specially. 
A general crossing consists of the words ” and C'ompany ” or any abbre¬ 
viation thereof, between two parallel transverse lines, either with or 
without the words ” not negotiable”; or two parallel lines simply, 
either with or without the words ” not negotiable.” A special indorse¬ 
ment consists of an addition across the face of the cheque of the name 
of a banker, either with or without the words ” not negotiable ” (S. 76). 

The following illustrate a few forms of crossing:— 
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77» ^ cheque may be crossed generally or specially by the 
drawer. Where a cheque is uncrossed, the holder may cross it generally 
or specially. Where a cheque is crossed generally or specially, the 
holder may add the words “not negotiable." Where a cheque is 
crossed specially, the banker to whom it is crossed may again cross it 
specially to another banker for collection. W^here an uncrossed 
cheque, or a cheque crossed generally, is sent to a banker for collection, 
he may cross it specially to himself- A crossing authorised by the 
Act is a material part of the cheque; it shall not be lawful for any 
person to obliterate or. except as authorised by the Act, to add to or 
alter the crossing. 

Non-Statutory Additions to Crossing. The words “ Payee/s Ac¬ 
count," “ Payee's Account onl3^" “ Account of A. B.," “ Under £jo/* 
and variants thereof, are frequently found on cheques in close proximity 
to the crossing. These have no statutory significance. The first and 
third additions are a direction to the collecting banker to collect the 
cheque for, and to i)lace the proceeds to the credit of, the named 
paj^ee, and if he w'ere to place the proceeds to the credit of any other 
account, he would be guilt\^ of negligence. The fourth addition is a 
protective device to prevent fraudulent raising of the amount of the 
cheque. The second addition places the paying banker in some 
difficulty and is therefore objectionable. He would be justified in 
refusing paymtuit of a cht'(|ue with this marking if it were an open 
cheque presented across the counter for payment, since he is not in a 
position to identify the payee, and he would also be justified in refusing 
payment, if the cheque bearing these words were a crossed cheque 
that bore evidence of giving ]>assed through the hands of a person 
other than the named paj^ee. 

The holder of ft cheque jia^^able to bearer, or the holder of an 
uncrossed cheque pa^’^ablc to order, can himself obtain payment of 
the cheque across the counter bj^ presenting it to the drawee banker, 
he having, in the second case, first indorsed the cheque. The holder 
of a cheque crossed generalK’^ cannot obtain payment except by having 
it presented to the drawer banker tlirough another banker. The 
holder of a cheque cros.scd siiecially can obtain pa^nnent only through 
the banker named in the crossing. A banker may pay a cheque crossed 
generally only to another banker, and a cheque crossed specially only 
to the named banker. If he pays a cheque in a manner inconsistent 
with the crossing, and loss ensues, he cannot debit the drawer's account, 
and he is liable to the true owner of the cheque, i.c, the person who is 
legally entitled to the cheque and its proceeds. A banker is in general 
accountable only to his customer; his liability to the true owner in 
the circumstances mentioned is an exception to this rule. 

Indorsement of Cheques.—^I'hc indorsement of bills and cheques 
must conform to the designation of the indorser as indicated either on 
the face of the bill or cheque, or in a special indorsement thereof. By 
S. 32 (4) where the payee or indorsee is wTongly designated, or his name 
is misspelt, he may indorse thej;>ill as therein described, adding, if he 
think fit, his proper signature. The correctness or incorrectness of 
c C2 
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an indorsement is, in the main, determined by banking and mercantile 
custom. No rules can be laid down that will meet all cases. The 
experience of a practical banker is the best guide, and the student is 
therefore referred to H. P. Sheldon's Practice and Law of Banking, 3rd 
Edition, pp. 17-49, where the subject is exhaustively treated. 

Not Negotiable Crossing.—By S. 81, a person who takes a crossed 
cheque which bears on it the words not negotiable " shall not have 
and shall not be capable of giving a better title to the cheque than that 
which the person from vrhom he took it had. The words “ not nego¬ 
tiable " have no significance apart from one of the recognised crossings, 
and, when added to such a crossing, they in no way impair the trans¬ 
ferability of the cheque. What they do is to destroy its negotiability. 
The distinctive feature of negotiability is that a holder of a negotiable 
instrument, who has taken it in good faith, and for value, and without 
notice of any defect in the title of the person from whom he took it, in 
aU cases, except when the instrument bears a forged signature, acquires 
an indefeasible title to the instrument. But, if he takes a cheque 
bearing a not negotiable crossing, he has no better title to the instru¬ 
ment than his transferor has. So. if A draws a cheque in favour of B 
and places upon it a not negotiable crossing, and B indorses the cheque, 
and the cheque is subsequently stolen by C, who persuades D to cash 
the cheque, then, notwithstanding that D may have taken the cheque 
in good faith, and for value, without knowledge that C was a wrongful 
holder, he has no better right to enforce payment of the cheque than C 
has, and that is no right at all. Had the cheque not borne a not nego¬ 
tiable crossing, D, in the same circumstances, would have been holder 
in due course of the cheque; entitled to enforce pajnnent of it both 
against B and A. No sound business-man would change a not negoti¬ 
able cheque for a stranger. Indeed, it is not tht; practice of sound 
business-men to negotiate cheques at all. The practice is to pay them 
into the bank as quickly as possible for collection. But cheques are 
not uncommonly negotiated by private persons. 

Forged Cheques.—It is said that a banker is bound to know his 
customer's signature, so that if a customer's signature to a cheque is 
forged, and the banker pays it, he cannot debit the customer's account 
with the payment. But the real ground of the bankers' liability when 
he pays a cheque bearing a forged signature is that he has paid away 
his customer's money without authority to do so, on an instrument 
that is not a cheque, but a mere piece of paper. S. 24 of the Act, quoted 
on p. 778, defines the banker's liability if he pays a bill or cheque 
containing a forged signature. The only case where a banker may be 
entitled to debit his customer with payment of a cheque bearing the 
forged .signature of the drawer is where the customer is estopped or 
precluded from setting up the forgery, because by his conduct he has 
misled the banker, or induced him to believe the signature to be genuine, 
or has not repudiated the forged signature as soon as it has come to 
his notice. 

Fraudulent Raising of Amount o^Cheque .—^A customer is bound 
to exercise reasonable care in drawing cheques to prevent the banker 
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froni being misled, and if he docs exercise reasonable care, and never- 
theless the cheque is fraulently raised in amount, and the banker pays 
It. the banker cannot debit the customer with any greater sum than 
that for which the cheque was originally drawn. But where the 
customer negligently though innocently draws a cheque in such a 
manner as to facilitate fraud, e.g, where he leaves blank spaces or 
affords other opportunities for increasing the amount of a cheque, he 
is guilty of a breach of duty to the banker, and is responsible to him 
for any loss that is the natural and direct consequence of his breach 
of duty [London Joint Stock Bank v. Macmillan and Arthur, (igi8]). 
But the banker himself may be i>recluded from setting up the breach 
of duty against the customer in cases where, by the exercise of reason¬ 
able care, he could have detected the fact that the cheque had been 
tampered with. 

Forged Indorsement.—A banker’s duty with regard to indorsements 
on cheques is to sec that they are correct as to form. If he pays a 
cheque, an indorsement whereon is irregular, he is liable to the true 
owner of the cheque should the indorsement be forged or unauthorised. 
But the paying banker, although he may satisfy himself that the indorse¬ 
ments are correct as to form, is not in a position to know whether the 
signatures are authentic. Accordingly, the Act affords him protection. 
By S. 60, where a cheque bears a forged or unauthorised indorsement, 
and the banker pays it in good faith and in the ordinary course of 
business, he is deemed to have j^aid the checpie in due course, although 
such indorsement has been forged or made without authority. S. 60 
applies only to chccjues, not to other bills of exchange, and only to 
cheques payable to orckr, v^hether crossed or uncrossed. A cheque 
originally drawn payable to bearer need not be indorsed, and if any 
indorsements appe^ thereon the banker may ignore them. 

Payment of Crossed Cheques.—By S. 79, where a cheque is crossed 
specially to more than one banker, except when crossed to an agent 
for collection being a banker, the banker on whom it is drawn shall 
refuse payment thereof. If a banker pays a cheque so crossed, or if 
he pays a cheque crossed generally to any one but a banker, or if he 
pays a cheque crossed specially to any but the banker named, he is 
liable to the true owner of the cheque for any loss the true owner may 
sustain owing to the cheque having been so paid. Unless a banker 
pays a cheque strictly in accordance with the crossing, he is guilty of 
negligence and cannot debit his customer’s account with the pa5niient. 

But protection is afforded to the paying banker by S. 80, which says 
that if a banker on whom a crossed cheque is drawn pays it in good 
faith and without negligence to a banker, if the cheque is crossed 
generally, and to the bankt^pjp|ncd, or his eigent for collection being a 
banker, if it is crossed specially, then the banker paying the cheque, 
and, if the cheque has come into the hands of the payee, the drawer, 
shall respectively be entitled to the same rights and be placed in the 
same position as if payment had been made to the true owner of the 
cheque. ^ 

Collection of Cheques.—^'fhe five paragraphs above deal with the 
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perils that confront the banker paying cheques, and the statutory 
protection afforded to him, in certain circumstances, by SS. 6o and 8o 
of the Act. The collecting banker, i.e, the banker who receives pay¬ 
ment, has also to face certain risks; and is also, in certain circum¬ 
stances, afforded statutory protection. 

In general, the position of a banker who collects a cheque for his 
customer depends upon the customer's title to the cheque. A banker 
who collects an uncrossed cheque for a customer, to which the customer 
has a defective title, or on which there is a forged indorsement, is 
entirely without protection, and is liable to the true owner of the 
cheque for conversion or for money had and received to his use, and 
the banker can look only to his customer for indemnity. By “ conver¬ 
sion is meant the " wrongful intermeddling with the goods of another 
for the purpose of taking them away from the party entitled to them " 
(Hart, Law of Banking, 3rd edn., p. 545). But if the banker be holder 
for value of an uncrossed cheque, or of a crossed cheque that is not 
marked not negotiable,"' as, e.g, where he credits the cheque to his 
customer as cash, and by definite agreement expressed or implied allows 
him to draw against the cheque before clearance, then, in the case of 
defective or no title in the customer, he is holder of the cheque for value 
with a good title to sue all parties to the cheque; and, in the case of 
forged indorsement, though he is liable to the true owner of the cheque, 
he has rights against indorsers subsequent to the forgery, if any there 
be. 

The protection afforded to the banker collecting crossed cheques 
is contained in S. 82 of the Act. That section says where a banker in 
good faith and without negligence receives p^ment for a customer of 
a cheque crossed generally or specially to himself, and the customer 
has no title or a defective title thereto, the bankert^hall not incur any 
liability to the true owner of the cheque by reason only of having 
received such payment. By the Bills of Exchange [Crossed Cheques) 
Act, igo6, a banker receives payment of a crossed cheque for a customer 
within the meaning of S. 82, notwithstanding that he credits his custo¬ 
mer's account with the amount of the cheque before receiving payment 
thereof. 

It is to be observed that the banker must not only receive payment 
in good faith and without negligence, e.g, he must see that the indorse¬ 
ments purport to be correct and in order, but the cheque must be col¬ 
lected for a customer. The term '' Customer " is not defined in the 
Act, but it seems to be essential that to be a customer of a bank one 
must have some sort of account with the bank and that a casual service 
performed by a banker for a person, e.g, where a banker cashes a cheque 
for a person introduced by a customer of the bank, does not make that 
person a customer. 

Non-Transferable Cheque.—Every cheque is transferable that does 
not contain words prohibiting transfer, or indicating an intention that 
it shall not be transferable (S. 8 [i]). To make a cheque non-transfer- 
able, it must be drawn in such a way jUk^to leave no doubt of the drawer's 
intention. The words “ order " or “ bearer " should be deleted; the 
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payee should be named rcstrictively, e,g. " Pay James Brown only ; 
and the words not transferable " should be plainly written across the 
face of the cheque. A non-transferable cheque is a mere mandate for 
the payment of money to a named payee, and the negation of a negoti¬ 
able instrument. It must not, as it sometimes is, be confused with a 
cheque marked “ not negotiable.” 

Alterations on Cheque. —Every material alteration on a cheque 
requires to be attested by the drawer’s full signature or his initials 
appended to tlie alteration. Ihus where the date or amount is altered, 
or the word ” order ” is changed to ” bearer,” etc., the drawer must add 
his initials or his signature to the alteration in order to authenticate 
the alteration. 

Marked Cheque. —Bankers sometimes place their initials upon 
cheques, and by so doing certify them as good for payment. This 
marking may be done at the request of the drawer, or of the banker 
collecting the cheque. If a cheque is marked at the drawer’s request, 
the banker is entitled to retain in hand sufficient funds to pay the 
cheque, and to dishonour other cheques of the drawer, if payment of 
these chc([ues would reduce the customer’s balance below the amount 
required to meet the marked cheque; and the drawer cannot counter¬ 
mand payment of the cheque, which, by the marking, has been con¬ 
structively paid. Marking at the customer’s request is not encouraged 
by bankers. 'I'liey prefer to give their own draft in exchange for the 
cheque. 

Marking at the request of the collecting banker is a recognised 
banking practice. Wiftn a cheque is received too late in the day for 
presentation thrcnjgh the Clearing House, it is taken, where circum¬ 
stances make that course desirable, direct to the drawee banker, who, 
if he holds sufficient funds of the drawer, marks it as good for payment 
next day. In this case the marking constitutes a complete appropria¬ 
tion of funds in the hands of the paying banker to the collecting banker 
in the ordinary course of business, and amounts to constructive pay¬ 
ment of the cheque. Such marking precludes the customer counter¬ 
manding payment of the cheque. 

Stale Cheques. —The word ” stale ” in connection with cheques 
may have reference to the negotiability of the cheque, or to the banker’s 
duty to pay the cheque on presentation. PVom the point of view of 
negotiability, a cheque, in the absence of special circumstances, would 
be regarded as stale, i.e. as having been in circulation for an unreason¬ 
able length of time, after the lapse of about ten days from the date of 
issue. A person who take^^heque that has been in circulation for an 
unreasonable time may bc^BIfeidered to have taken it with notice of 
any defect in the title to the cheque of the person from whom he took 
it, and, therefore, in the event of a defective title in his transferor, be 
debarred from recovering the amount from prior parties to the cheque. 
As regards payment, banking practice differs. One banker mi^ht 
consider a cheque to be stale, 4 ftid require the drawer's confirmation 
before he paid it, if it had been outstanding for six months from its 
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date. Another banker might pay a cheque that had been outstanding 
for twelve months. Here, :is in other connections, the banker would 
have regard to the special circumstances of the case. 

Post-Dated Cheques. —A post-dated cheque is a cheque that bears 
a date posterior to the date of its issue. It is perfectly valid for purposes 
of negotiation, but if a banker pays such a cheque before its due date, 
he loses his statutory protection as paying banker, and must bear any 
loss that results from his having so paid. Indeed, it is doubtful if he 
can in any circumstances debit such a payment to his customer if the 
customer objects. iMirther, if having paid a post-dated cheque before 
its due date, the banker were to dishonour other cheques not post¬ 
dated, because by payment of the post-dated cheque the customer's 
balance had been depleted, he would be liable to his customer for 
damage to credit. 

Statutes of Limitations. —All contracts by bill of exchange are simple 
contracts, and the drawer, acceptor, and indorsers of a bill, or the 
drawer and indorsers of a cheque, or the maker and indorsers of a 
l^romissory note remain liable upon the instrument h)r its amount for 
a period of six years, after which time all claims are barred by the 
Limitation Act, 1930. But this Statute does not apply to bank notes, 
the issuers of which are liable upon them no matter how long they have 
been in circulation. In the case of a cheque, if the drawer suffers loss 
through the holder’s delay in pre.senting the clu^que; if, c.g. the holder 
held the cheque for an unreasonable time, and the banker failed before 
the cheque was presented for payment, and the drawer was creditor 
of the banker for a larger sum by the amouni of the cheque than he 
would have been had the cheque been preseiited and paid, then the 
holder could not recover from the drawer, but musti claim against the 
banker’s estate. If the del)tor gives an acknowledgment of the 
existence of the debt, or makes a payment on account, the six years 
will run from the date of the acknowledgment or payment; to be 
effective for this purpose, however, any such acknowledgment must 
be in writing, signed by the debtor or his authorised agent. 

III. Pkomissory Notrs. 

A promissory note is an unconditional promise in writing made 
by one person to another, signed by the maker, engaging to pay, on 
demand or at a fixed or determinable future time, a sum certain in 
money to, or to the order of, a specified person or to bearer (S. 83 [i]). 

An instrument in the form of a note payable to the maker's order is 
not a note unless and until it is indorsed by the maker (S. 83 [2]), 

A note may contain a pledge of collateral security, and, in case of 
default by the maker, confer authority ^>-Icil or dispose of the security 
deposited by the maker (S. 83 [3]). As in the case of a bill, the sum 
for which a note is made may be payable by instalments, or with 
interest, etc. 

A note which is, or on the face of it purports to be, both made and 
payable within the British Islands is%ji inland note. Any other note 
is a foreign note (S. 83 [4]). 
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No precise form is laid down for a note. So long as in form it 
satisfied the above definition it is valid. 

The following is a common form of note;— 


£100. 



London, 8 John Street, VV.C. i. 

January 15, ig... 

On demand I promise to pay to Mr. George Watson the sum 
of One Hundred Pounds value received. 

SoAMEs Walker. 


Whereas to a bill of exchange and a cheque there are primarily 
three parties, to a note there are primarily two, viz. the maker and the 
payee. The maker of a note corresponds to the acceptor of a bill, 
and the first indorser of a note to the drawer of an accepted bill payable 
to drawer’s order (S. 89 [2]). The maker of a note is the person pri¬ 
marily liable thereon: the drawer of a bill is liable thereon only if it 
has been negotiated, and the drawee does not accept or pay the bill. 

The maker of a note engages that he will pay it according to its 
tenor, and is precluded from denying to a holder in due course the 
existence of the payee and his then capacity to indorse (S. 88). 

The law as to bills of exchange applies with the necessary modifica¬ 
tions to promissory notes (S. 8g [i]). The provLsions as to present¬ 
ment for acceptance, acceptance, acceptance supra protest, bills in a 
set, do not apply to promissory notes, and where a foreign note is dis¬ 
honoured protest is unrftcessary (S. 89 [3]). 

Joint and Severtl Notes.—Where a bill is accepted by two or more 
persons who are not partners, the acceptors are jointly liable thereon, 
and, in case of default, all should be sued, for if one only is sued, and 
judgment is obtained but is not satisfied, no action can lie against the 
other acceptors. But if a note is made by two or more makers, the 
makers may be jointly liable or jointly and severally liable. If the 
liability of the maker is joint and several, one maker may be sued 
alone, and if the judgment obtained against him is unsatisfied, the 
other maker or makers may each be severally proceeded against in 
turn, until judgment is fully satisfied; or, alternatively, all the makers 
may be sued together. It depends upon the form of the note whether 
the liability of the makers is joint, or joint and several. If a note reads 
" We promise to pay ” and is signed by two or more makers, the 
liability is joint; if a note reads “ I promise to pay,” Md it is signed 
by two or more makers, th^iability of the makers is joint and several. 

If a note is in the body^W made payable at a particular place, it 
must be presented for payment at that place in order to render tl» 
maker liable. In any other case no presentment for payment is 
necessary in order to render the maker liable. Presentment for pay 
ment is necessary to make an indorser liable; and if a note is in the 
body of it made payable at a paiffcular place, the note must be presented 
for payment at that place. Where a place of pa5mient is mentioned. 
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not in the body of the note, but by way of memorandum only, present¬ 
ment at that place uill make an indorser liable, but a presentment to 
the maker elsewhere will also make him liable (S. 87). If a note is 
dishonoured, due notice of dishonour must be given to an indorser. 
Presentment for payment of a note may be excused on the same grounds 
as presentment for payment of a bill is excused. 

A note payable on demand that has been indorsed must be presented 
for payment within a reasonable time of the indorsement, otherwise 
the indorser is discharged. A note payable on demand that has been 
negotiated is not deemed to be overdue so as to affect the holder with 
defects of title of which he had no notice, because a reasonable time 
for presenting it for payment has elapsed since its issue (S. 86). Notes 
are frequently made with the intention that they shall form a continuing 
security. Hence this difference in the law between bills and notes. 

Stamping Notes.—The scale for stamping is given on p. 769. It 
is to be noted that a bill payable on demand is stamped 2d, for any 
amount; a note payable on demand is stamped ad valorem. 

Bank-note.—A bank-note is a promissory note made and issued 
by a banker payable to bearer on demand. Until recently bank-notes 
could not be issued in England (though they could in Scotland and 
Ireland) for less than £$, The Currency and Bank Notes Act, 192S, 
however, authorised the Bank of England to issue notes of £1 and los. 
denomination, and these have since been in common use, replacing the 
Treasury Notes (issued by the Government), which previously served 
as currency. 

I 0 U. —^An I O U is an acknowledgment of^ndebtedness for a stated 
sum signed by the giver, who may be sued at anyidime thereon for a 
period of six years from its date. If the 1 O U contains, besides the 
mere acknowledgment of indebtedness, a promise to pay, it may 
constitute a promissory note. 

EXAMINATION QUESTIONS. 

1. What are the characteristics of a negotiable instrument ? Give examples 
of such instruments. Is a bill of lading a negotiable instrument ? 

2. Explain the uses in commerce of the bill of exchange. 

3. Give the legal definition of a bill of exchange and comment upon the several 
clauses of the definition. 

4. (xive the stamp duty on the following: (a) Inland bill drawn at 3 d/s for 

; (6) Inland bill drawn at 90 d/d for \ Eoreign bill drawn at 3 m/d 

for ;£929, payable in Berlin, indorsed in London; (d) Promissory Note for £\,ocio 
payable on demand. 

5. Why is a bill drawn after sight or da^ Tli;sented for acceptance? Show 
alternative forms of acceptance by Smart a?”Co., the drawees of a bill. What 
is a general and what a qualified acceptance ? If C. Seed, the holder of a bill, 
takes a qualified acceptance on a bill that has been negotiated several times, what 
must he do to bind the indorsers ^ 

6. Give the rules as to presentment for acceptance of a bill; also the rules as 

to presentment for payment, ^ 

7. What are days of grace ? Give the clue dates of the following bills: {a) 
bill dated June 30 payable at 1 m/d; (b) biU dated December 31 payable at 3 m/d. 
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8 . In what ways may a bill be dishonoured ? What must thf^ 
honoured bill do before he can take action on the Ml ? ^ 

honoufe^d^^ giving of notice when a biU has been dis- 


Of what does noting and protesting a bill consist? Is it necessary to 
note a dishonoured inland bill, or to protest it; if so, when? 

11. What is a case of need? Explain acceptance for honour supra protest, 
and payment for honour supra protest. 

12. Ihe damages upon dishonour by non-payment of a bill are liquidated 
damages. Explain this, and the extent of the damages recoverable. 

13*respectively, the liability of: (a) the acceptor, [b) the drawer, and 
(f) an indorser of a bill. What is the drawer’s remedy against the drawee of a 
bill dishonoured by non-acceptance? 

14. Differentiate between a holder and a holder in due course of a bill, and 
simply explain the difference by an illustration. 

15. What do you understand by the negotiation of a bill ? A bill is made 
payable to A. B. How is it negotiated ? Explain the terms “ indorsement in 
bank,” ” special indorsement,” and ” restrictive indorsement.” 

16. Explain the law of agency in connection with the drawing, acceptance, 
and negotiation of bills. Wliat is the effect of indorsing a bill ” sans recours,” 
and when is it done ? 


17. Mention the five w’ays in w’hich a bill of exchange may be discharged. 

18. Wdiat is an accommodation party, and an accommodation bill ? A bill 
is paid by an acceptor who has accommodated the drawer of the bill. Is the bill 
discharged by the payment ? 

19. Wherein does a cheque differ from a bill of exchange ? 

20. Illustrate two general crossings of a cheque and two special crossings. 
W'hat is the effect of adding to a crossing the words ” not negotiable ” ? 

21. A customer adds to the crossing of a cheque the words ” Payee's Account 
only.” Discuss this addition from the point of view of the drawee banker. 

22. Drawee’s signature 0 o a cheque is forged and the cheque is paid by the 
banker. Can the banker debit the payment to the draw^er; if so. when ? 

23. A customer nfgligently draws a cheque. It is fraudulently raised in 
amount by the payee, and the banker pays the increased amount, l^iscuss the 
banker's position : (a) if the alteration were apparent; (6) if it w^ere not apparent. 

24. W'hat is tlie banker’s duty as regards the payment of crossed cheques? 
State the measure iff the protection afforded to the banker paying a crossed cheque 
by S. 80 of the Bills of Exchange Act, 

25. A banker collects a crossed cheque for a customer who has a defective title 
to tlie cheque. In what circumstances is the banker protected in so doing ? 
Supposing the cheque w^cre uncrossed, what then is the banker's position ? 

26. W^hat is a non-transferable cheque, and what is a marked cheque ? 

27. Discuss the question of stale cheques from the point of view: (a) of pay¬ 
ment ; (b) of negotiability. 

28. Define a promissory note. W’hat is a joint note, and a joint and several 
note ? 

29. A banker pays a post-dated cheque, and subsequently dishonours cheques 
not post-dated. Discuss the banker’s position. 

30. Define a bank-note, an I O U and when may it amount to a 

promissory note ? 

31. Explain the phrase ” exchange as per indorsement,” and also what is 
meant by ** re-exchange.” 
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Absorption (Company), 467, 471 

Acceptances, 758 ; General, 770 ; Qualified, 771, see also under Bills of Exchange 
Account Sales, 245 

Accounts, Preparation of, in examination work, 105 
Actuaries, 730 

Adjustments, Between Capital and Revenue, 39; Necessary before preparation 
of Annual Accounts, 37 
Advertising Expenses, Treatment of, 33 
Agenda Book, 319 
Agent, Liability on bill, 781 
Allonge, 780 

Allotment, Letters of, 291, 296 
Allotment, Return of, 320 
Allotment Returns, Register of, 320 
Allotment Sheets, Register of. 320 

Amalgamation (Company), 464, 471; Relief from Capital and Transfer Stamp 
Duty in. 473 

Ammonia Soda Co. v. Chamberlain [1918J, 66, 89 
Amortization, meaning of, 40 
Anglo-French Music Co, v. Nicol [1921], 303 
Annual General Meeting, 342 

Annual Report and Accounts (Company), 366, 486, 487 
Annual Return, 324; Particulars of, 324; Illustration of, 325 
Annuities (Assurance), 731 

Annuity Method of Distributing Depreciation, 44, 90 
Application and Allotment Sheets, 289, 293, 357 
Application Form (Company), 289. 292 
Apprentices’ Premiums, Treatment of, 25, 36 

Appropriation Account, 66, 67; Directors’ Report and, 67; Dividends and. 
360, 362; Example of, 67; Partnership and, 160; Holit and Loss Account 
and, 66, 492 ; Treatment of, 66, 492 

Articles of Association, 265, 267. 268, 272 ; Alterations in, 272 ; Borrowing 
powers and, 309: Calls and, 361; Contents of, 274; Directors and, 281: 
Dissentient Shareholders and, 471 ; Goodwill, writing down of, and, 92 ; 
Tn what way binding, 272 ; Issue of balance of shares under, 289 ; Liens and 
Charges and, 389; Meetings and, 342; Payment of Interest out of Capital 
and, 419; Provisions of, 272; Proxies and, 342, 344; Seal (Company) and, 
280; Quorum and, 345; Reduction of Capital and, 422, 454; Return of 
Capital to Shareholders and, 432 ; Splitting of Shares and, 416 ; Stock, issue 
of, and, 306; Surrender of Shares and, 389; Table A and, 273 
Asset Redemption Account, 54 

Assets, kinds of. 87; Balance at Bank and, 90; In Balance Sheet, 87; Copy¬ 
rights and, 99; Current, 87; Dilapidations and, 90; Fixed, 94-97 : Furni¬ 
ture, Fixtures and Fittings, and, 99; Goodwill and, 90; Investments and, 
99; Land and Buildings and, 89; Lease premium, treatment of, 89; Loose 
Tools and, 97; Machinery and Plant and, 93 ; Mines and Quarries and, 100; 
Patents and, 97; Stock in Trade and, loi; Sundry Debtors and, loi; 
Trade Marks, Patterns, Dies, Drawings^ fii97; Of Unrealisable value, 87; 
Work in Progress and, loi 

Assurance (Life), 729, 735 ; Annuities and. 731 ; Assignment of policy of, 732 ; 
Bonuses on, 733 ; Claims on, 733 ; Classes of, 729 ; Definitions of, 729 ; 
Endowment Policies of, 733 ; Expectation of life and, 730 ; Funds of invest¬ 
ment of, 734; Industrial and, 729; Insurable Interest, 731: Kinds of 
Insurance, 730; Kinds of Offices, 729; Lapsed Policies of, 731; Mean 
after-lifetime, 730 ; Mixed offices for, ; Mortality Tables, 730 ; Mortgage 
of Policy of, 733 : Mutual offices for, 729 ; Policies, kinds of, 730 ; Premiums of, 

794 
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7J9. TS’i. 735 ■> Profits of, 734 • Proposal, form of, 729 ; Proprietaxy Offices 
of, 729: guanquenmal Valuation and, 734, 736- R^assuranM^d 
^rrender value of policies and, 731; Vherrima fidei and, 729; Valuation 
glance Sheet and, 735; Valuation Premiums. 735; “ -With or -without 
Profit ,733. See also under Accounts 

Assurakge Accounts, 735; Balance Sheet of, 735; Deposit required, 735 ■ 
Schedules, illustrated, 737, 738. 739, 740, 741 
Assurance Companies Act, 1909, 734, 735 
Assurance Policy, 732 

Atlantic and Pacific Fibre Importing and Manufacturing Co. [1928], 36G 
Auditors, Appointment and remuneration, 286; Liability of, 288; Rights and 
duties of, 286, 287, 288; Report, specimen of, 287; Report on Consolidated 
Accounts, 531; Who may not be appointed, 286; Valuation of Shares by, 484 
Authorised Capital, 300 


Bad Debts Provision, 62 
Bailee, Banker as, 760 
Balance at Bank, Treatment of, 90 

Balance Sheet, 79, 80; Assets and liabilities in, 82, 87; Assets of unrealisable 
value and, 87; Assets, valuation of, and, 87; Assets, Current, and 87; 
Assets, Fixed, and 87, see also under Assets; Auditors and, 80, 286, see also 
under Auditors; Balance at Bank and, 90; Bankers, inspection of, 88; 
Basis of, 75; Calls and, 103, 104; Capital and, 103; Capital Redemption 
Reserv'c Fund and, 104 ; Circulation of, 491 ; Compulsory, 80, 487 ; Contents 
of, 496 ; Contingent Liabilities and, 105 ; C'opyrights and, 90 ; Creditors and, 
104 ; Debentures and, 103, 412, see also under Debenture ; Debtors and, 101 ; 
Deferred Revenue Expenditure and, 102 ; Development Expenditure and, 
93: Directors and, 80; Directors* Loans and, 87; Directors’Report and, 
487 ; Discount Provision and, 32 ; Errors in drawing up, iii; Fixed Assets, 
presentation in, 94-97; Forfeited Shares and, 103 ; Forms of, 81 ; Furniture, 
Fixtures and Fittings and, 99; (ioods on Consignment and, 17; Goodwill 
and, 87, 90 ; Heading of, in Error, 82 ; Information afforded by, 82 ; Insurance 
and, 33 ; Interest accrued due and, 100; Investments and, 99; Land and 
Buildings and, 89; Labilities and, T03; Limited Companies and, 80; 
Loans by Company and, 101 ; Loose Tools and, 97 ; Machinery and Plant and, 
93; Maintenance %un(i and, 105; Marshalling of Assets and Liabilities in, 
82 ; Mines and Quarries and, 100; I'artnership and, 15O; Patents and, 97 ; 
Premiums and Discounts and, 397 ; Preparation of, in examination work, 
105; Quoted Investments an(l, 87; Reserves and, 105; Responsibility for, 
80 ; Signing of, 491 ; Stock in Trade and, 101 ; Tax Reserve Certificates and, 
87 ; Trade Investments and, 87 ; Trade Marks, Patterns, Dies, Drawings and, 
97; Unquoted Investments, 87; Work in Progress, loi 
Balance Sheet (Company), Contents of, 489. 496 
Balance Tickets, 340 
Balancing Ledgers, 8 
Dale V. Cleland, 34, 416 

Bank Book-keeping. 744: Acceptance Ledger. 758: Acceptances and, 764; 
Accounts, presentation of, 49b i Bank of England Book, 753, 754; Bill 
Diary, 756, 758 ; Bill Ledger, illustrated, 757; Bills Discounted Register, 
illustrated, 757; Bills of Exchange and, 756, see also under Bills of Exchange; 
Current Account Ledgers and, 749; Day Book and, 749; Deposits and, 747 ^ 
753 I Deposits Diary, 755; General Cash Book and, 750; General Ledger 
and, 747; Goldsmith’s Book and. 754; Lien, 7^0; Loans to customers, 760; 
Loans Ledger, 760; Pass iMfe and, 746; Paying Cashier’s Counter Cash 
Book and, 753; Received Coutror Cash Book and, 753 .^ Securities and, 758^; 
Securities Received Register, 759; Short Bills, 756; Slips, 744; Walks ” 
Clerk, 753 

Bank of England Book, 754 
Banker’s Lien, 760 

Bankruptcy Acts, 1914 and 1926, 691^01 . , 

Bankruptcy, Acts of, 692; Adjudicaraon Order, 696; After acquired Property, 
^8; Allowance in kind, 696; Audit of Accounts, 720; Bankruptcy Estates 
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Account, 720; Committee of Inspection and, 698; Creditors and, 694; 
Debts not provable in, 699; Debts provable in, 699; Deeds of Arrangement 
in, 691, 722, see also under Deeds 0/ Arrangement; Deferred Debts, 699: 
Discharge from, 701; Dividends in, 714; Execution Creditors in, 700; 
First Meeting of Creditors, 696; Foreigners and, 691; Fraudulent I^eference 
and, 714; Infant and, 691; Insolvency and, difference between, 691; 
landlord and, 695 ; Lunatics and, 692; Married Women and, 691 ; Official 
Forms in, 702-712; Official Receiver in, O92; Partnership and, 700; Peti¬ 
tion, 692; Preferential Creditors, 694; Proof of Debts in, 698; Property 
(divisible) in, 697 (After-acquired), 698; Public Examination, 693; 
Receiving Order, 692, 693; Release of a Bankrupt, 714; Rent in, 693; 
Secured Creditors in, 699; Small, 696; Special Manager, (>90; Trustee in, 
713, see also under Trustee in Bankruptcy ; Undischarged Bankrupt, 704; 
Voting letter and, 690; who may be made Bankrupt, 691 
Bankruptcy FIstates Account, 720 
Bankruptcy Rules, 1913-1926. 691, 692 
Bardwell v. Sheffield Waterworks Co., 102 
Beaker Securities, Coupons and, 760; Dividends on, 34S 
Bennett*s Case [1854], 333 
Bill Diary, 737 

Bill Discounted Register, 737 
Bill Ledger, 737 

Bill of Exchange, 736, 763: Acceptance aiul payment for lionour of, 776; 
Acceptance of, 770-771; Acceptor of, 778 ; Accommodation Parties to, 782 ; 
Agent, liability of, on, 781 ; Alteration of, 782; Allonge on, 780: Amount 
recoverable on, 777 ; Bills in a set, 7S3 ; Days of Grace on, 773 ; Discharge of, 
781; Discounting a. 756, 764 ; Dishonour of, 774, 773 ; Drawee and Drawer 
of, 765. 766, 768; Examples of, 767; Exchange as per indorsement, 768 ; 
Foreign, 769, 776; Forged Signature to, 778, 7S0; General Acceptance of, 
771; Holder for Value of, 756, 788 ; Holder of, 779 ; Holder in due course of, 
778, 779; Indorsement in blank of, 780; Indorsements, 780, 781; Inland, 
771, 776; Legal definition of, 764 ; Liability of parties to, 778 ; Negotiation 
of, 780; Negotiable Instruments, 782; Noting of, 776; Payment for 
Honour supra protest of, 776; Presentment <ir Payment of, 772: Parties 
to, 766: Payee of, 766; Principal and Agent, 781; Protesting of, 776; 
Qualified Acceptance of, 771; Referee in Case of N^d, 777; Rules for Pre¬ 
sentment of, 772; Sans Recours, 781 ; Secunda Via, 783; Stamp Duty on, 
769; Signature hy Procuration on, 781 ; Uses of, 764; Valuable (xmsidera- 
tion defined, 779 
Bills for Collection, 736 
Bills in a Set, 783 

Bills of Exchange {Crossed Cheques) Act, 1906, 763, 788 

Bills c>f Exchange (Time of Noting) .-If/, 1917, 763, 776 

Bin Cards. 644 

Blair v. Bromley, [1847], 127 

Blank Transfer, 340 

BloomenthaVs Case [1897], 341 

Bonus Shares, 305, 379 

Borrowing Powers (Company), 309 

Boschoek Proprietary Co. w. Fuke [1926]. 282 

Bought Ledger, 7 

BovilVs Act, 1865, 219 

Branch Accounts, Agency, branch as, 589; Branch as independent trader, 589; 
Branch ('apital Expenditure, Fluctual^^tlTirrency, 635; Branch Ledger at 
Head Office, 631; Central District Depots, 590; Closing Stock in, method 
of treating, 600; Depreciation of Assets and, 607; Double Column, 600; 
Duplicate Branch Ledger, 603; Final Accounts of, 607; Fluctuating 
Exchange assumed to be Stable, 631; Foreign Branch Accounts, see under 
Foreign Branch Accounts; General Principles of, 587; Head Offices makes 
all Purchases, 590. 591; Independ^t Trader, Branches as, 589; Inter, 
602; Kinds of Branches, 589; I-ol^l Stores account in Sterling, 636 ; 
Methods of invoicing goods to, 589; Multiple Shop Concerns, see under 
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Multiple Shop Concerns - " One Account ” System, 600; Profit and Loss on 
exchange, treatment of 631; Requirements of Efficient System an^^^Sr, 
Rules for Reconciling, 603; Stock at Loaded Prices and, 596; Suspends 
Account, 600; Transitions in Foreign Currency, 634; Warehouse Expenses 
and, 607; Weekly Returns, illustrated, 605; Where H.O. makes all 
riirchases, 590 

Brokerage (Company), 285; Confusion between, and Underwriting Com¬ 
mission, 285 

Huchatt's Case [1879], 337 
Buildings, Valuation of, 89 
Burnham Case, 399 


Business. Conversion of into Company, 440, 473, 482; Bosses of, prior to 
incorporation as company, 484 ; Profits of, prior to incorporation as company, 
482 : Purchase of, 440 
By-products (Cost Accounts), 661 


Call Book, 320 
Call Better, 297 
Callkd-up Capital. 300 

Calls, 291, 361 ; In advance, 298; In advance, interest on, 361 ; In arrears, 298; 
In arrears, interest on, 31)3; Better. 297; Making, 291; Stock Exchange 
Quotation and, 361; Table A and, 291, 361, 363; When due, 136; When 
payable, 291 ; When statute-barred, 291 
Capital. Authorised (Nominal or Kegistcred), 300; In Balance Sheet, 103; 
Called up, 300; Circulating, 366; Fixed, 366; Increase of, 421; Issue of, 
example of, 315 ; Issued, 300; Issue of balance of, 289; Of a Company, 300, 
315 ; Interest paid out of, 419 ; Boan, 300; I^aid-up, 300; Reduction of, 422, 
423 ; Reserve liability on, 300; Return of, to Shareholders, 432 ; Share, 271; 
Subscribed, 300; Working, 300 

Capital Expenditure, difference between, and Revenue Expenditure, 27, 37 
Capital Redemption Reserve Fund, Treatment of, in Balance Sheet, 104 
Capital Reserve, 64 

Carriage, Inward and Outward, 25, 30 
Certificates and Balancj Tickets, Register of, 320 
Certification, 341 
Charges, Register g 9 , 319 
Chattels, 125 

Cheque. 783 ; Additions (non-statutory) to crossing of, 785; Alterations on, 789; 
Collection of, 787; Conversion of, 788; Crossed, payments of, 787; Cross¬ 
ing of, 784 ; Defined, 783; Dishonour of, 783; Forged, 786; General crossing 
of. 7S4; Indorsement of, 785; Marked, 784; Non-statntory additions to 
crossing of, 785; Not Negotiable, 786; “Not Sufficient", 784; Non- 
Transferable, 788; Parties to, 786: Post-dated, 790; "Refer to Drawer". 
784 ; Special Indorsement of, 784 ; Stale, 789; Statutes of Bimitations and, 
790; Uncrossed, 783 
CiiosEs IN Action, 125 
City Equitable Eire Insurance Co. Ltd., 281^^ 

Civil Procedure Act, 1883, 366 

Collateral Security, Debentures as, treatment of, 103 

Commission. Treatment of, 33 

Committee of Inspection, 698, 714 

Common Seal, Use of, 283 

Company, see under Limited Company 

Company Depreciation Accoj|i|g||Kxainples of, 49, 30, 31, 32, 53 
Company Bimited by GuARAN^HPfc62 

Company Meetings, 342 . . 

Company Resolutions, 343 ; Special, 343 ; Extraordinary, 343 ; Ordinary, 343 
Consignment Accounts, Account Sales and, 245 ; Consignee and, 245 ; Con¬ 
signee's Books, 247; Consignor and, 245; Consignor’s Books. 246; Defini¬ 
tion of, 245: Del credere commission and, 245; Pro-forma invoice and, 245 
Consolidated Accounts, 526; Aa^^ints, illustrated, 536, 537, 562; Accounts 
of Subsidiary, 530; Auditors’ Report, 53i;%i^quity Share Capital of, 527; 
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Financial Year of subsidiary, 529; Group Accounts, when necessary, 528; 
Holding Company defined. 527; Loss of Subsidiaries, 556; Method ol 
preparing, 531; Rules as to, 530; Schedule, illustrated, 542, 561; Specific 
Rules as to accounts of Holding Company, 529 
Contingent Liabilities, 61; Treatment of in Balance Sheet, 105 
Convertible Preference Shares. 303 
Cook V. Barry, Henry Cook, Ltd, (1923). 290 
Co-partnership Shares. 305 
Copyrights, Valuation of, 99 
Corporate Body, Defined, 261 

Cost Accounts and Costing, 632; Advantages of, 053; Bonus or Premium 
Systems of, 658 ; By-products and, 661 ; ('ost Ledger and. O61 ; defined, 
653; Departmental Costing, 655; Devising a system, 655 ; Direct Labour 
and, 650; Elements of Cost and, 656; Entries in Books of, 6(»o ; Job costing, 
654 ; labour Hours and, 656, 657; Labour abstracts and, 058 ; Machine Hour 
method, 650 ; Materials and, 658 ; Multiple Costing, 655 ; Office and Adminis¬ 
trative Oncosts, 660; Oncost and. 655, 658 : Operating or Working Costing, 
655: Percentage Method and. 659; Primar>' Allocations and, O60; Prime 
Cost and, 655 ; Principles of, 653 ; Process Costing, 635 ; Productive Hour 
method of, 659; Single or Output Costing and, O54; Systems of. 654: 
Terminal, job, or Contract, costing and, 654; Total Accounts and, 661; 
Total (Gross I’roduction) Cost and, 656 ; Ibirealised Profits taken on Process 
Costing, 664 

Coupon List, Specimen of, 400 
Cox \\ Hickman (i860), 120 
Cruikshank v. Sunderland [1922], 123, 210 
Cum Div,, 375 

Cumulative Preference Shares, 303 
Current Assets, 87 

Days of Grace, 773 

Debentures, as Collateral Security, treatment of, 103, 412; Balance Sheet and, 
103, 412; Bearer, 310; Bonds, 310, 397; Conditions of Issue, 311. 312; 
Coupons, 310, 397; Defined, 309; Deposited to secure advances, 412; 
Expenses of issuing, 397; First Mortgage, 309; Form of, 310; Holders, 
Receiver for, 313, 314: Interest on, 310, 397; Tr»;deemabie (Perpetual), 
310; Issue of, 310, 391; Kinds of, 310; Nature of Charge, 309; Notes, 
difference between and, 315 ; Purchase of in open market, 305 ; Receiver for 
Holders of, 313; Redemption of, 314, 399; Registered, 313; Re-issue of, 
314, 405; Rights of Holders of, 314; Second Mortgage, 309; Simple, 310; 
Stock, 310; Talon on, 310; Trust Deed, 311; Trustees, 311; Warrant, 
40 T 

Debenture Holders, Register, 320, 333, 334 
Debenture Interest Book, 320; Specimen of, 400 
Debenture Interest Warrant, Specimen of, 401 
Debenture Stock, 310 

Debenture Stock Account, Illustration of, 407 

Debenture Stock Holders, Register of, 320, 334 

Debenture Transfers, 341 

Debenture Trust Deed, 31 i 

Deed of Assignment, 722 

Deed of Composition, 722 

Deeds of Arrangement. 722 ; Trustee in, 723 

Deeds of Arrangement Act, 1914, 722 ^ 

Deferred Management and Founders' 304 

Deferred Revenue Expenditure, Treatment of, 35; In Balance Sheet, T03 

Deferred Stock, 307 

Del Credere Commission, 245 

Departmental Accounts, 579; Allocation of Expenses in, 582; Combined 
Accounts, form of, 386; Credits to Profit and I^ss Account and, 385 ; Gross 
Profit and, 582 ; Tnterdepartmental%^ansactions and, 585 ; Necessity for 
sub-division. 379 ; Othe^rading Account Debits and, 582 ; Profit and Loss 
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Account and, 582; Purchases Book, 580; Purchases, treatment of ■i7Q • 
Sales and, 580: Stock and, 582; Trading and Profit and Loss Accounts 
illustrated, 583. 584 

Depreciation, Accumulated, reserve for, 63, 64; Annuity, method of, 44- 
Assessment, methods of. 41; Charge against profits, 49; Company depreciation 
accounts, examples of, 49, 50, 51, 52, 53; Defined, 40; Diminishing Balance 
method of, 42; Fluctuationin value and, 40; Insurance Policy method of as ’ 
Leg^ and Commercial views on, 49; Provision for essential. 40; Provisions’ 
Limited ^mpames, 47, 49; Sinking Fund method of, 45; Straight-line 
method of, 42 ; Valuation method of, 47 ^6 

Development Expenditure. Treatment of, 102 
Dickson V. National Bank oj Scotland (J<>i7), 134 
Dilapidations, treatment of. 102 

Diminishing Balance Method of Distributing Depreciation, 42 
Directors. 2«t ; Age limit of. 283 ; Calls and, 3O1 ; Compensation for loss of 
ofhee and. 282 ; Dividends and, 364 ; Duties of. 281 ; Fees, 28 ; (free of tax) 
282 ; How appointed, 281 ; Liability of. 281 ; Managing, 281 ; Power and 
duties of, 281. 282 : Remuneration of, 282 ; Report of, 366, 487 
Directors’ Attendance Book, 320 
Directors* Fees, 28 
Directors' Loans, 87: Treatment of, 90 
Directors, Particulars of. Illustration, 327 
Directors, Register of. 319 
Directors* Report, 487 

Directors and Secretaries, Register of, 331 
Discount, Provision for, 33, 64; Trade, 23 
Discounting A Bill, 756, 758, 764 

Dishonour of a Bill, 774 ; ( Amount recoverable on), 777; Measure of damages 
on, 777; Of cheque, 783 
Distringas, 390 
Dividend Book, 320, 374 
Dividend Equalisation Fund, 63 

Dividends, 364 ; Balance Sheet and, 364; Bankruptcy and, 698; Bonus Shares 
as. 378;* Book Entries qj| 369, 376; Book or Sheets, 376; Calls in arrear and, 
364; Coupons, 397; (%m div., 375; Defined, 364; Ex div., 375; Forms, 
Example of, 377; goodwill and, 93; Income Tax on, 372; Interim, 368; 
On bearer securities, 378 ; Payment of, direct to Banker, 375 ; Payment of, 
out of Profits, 3O5 ; Preference, arrears of, 367 : Reserve Account, 378; Scrip. 
373; Sheet, example of, 376; Stale and Lost Warrants, 377: Treatment of, 
paid, 34: Unclaimed, 370; Unclaimed Interest, 399: Warrants, 374 
Dividend Warrants, 374 
, Double Account System, 80 
Hotkey V. Cory [1901], 3O5 


Eighth Schedule (Companies Act, 1948). Balance Sheet and. 80, 82. 83; Secret 


Reserves, 65 

Elliot w, Elliott {iqii'], 2\C> ^ 

Endowment Policy Account, Specimen of, 46, 54 
England v. Curling [1844], 123 

Entrance Fees and Subscriptions, Treatment of, 37 
Equity Share Capital, 527 
Estoppel, 126 
Ex. div., 375 

Executor, Liability for sliares, 

Exempt Private Company, De^^^^f>9» Privileges of, 268, 269; 

to be complied with, 269 
Extraordinary General Meeting, 342 
Extraordinary Resolution, 343 


Conditions 


Factors Stock Book, 20, 22 
Financial Expenses, treatment of, 4 
Firm Name, 121 
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Firm Not a Separate Entity in England, 122 

Fixed Assets, 87; presentation of in Balance Sheet, 94-97; fluctuation in 
value of, 40 

Floating Assets, see under Current Assets 
Fluctuating Exchange, 631 
Fluctuation in Value of Fixed Assets, 40 
Forged Transfer, 341 

Foreign Branch Accounts, 624; Book-keeping methods and, 625; Book¬ 
keeping by Branch, 627; Conversion of Foreign Branch, 627; Fluctuating 
Exchange and, 626 ; Foreign Branch Ledger at Head Office, 629; Remittance 
Account, 627 ; Rules for Conversion, 628 ; Stable Exchange and, 625 
Foreign Interests Act (1917), 256 

Forfeited Shares and Balance Sheet, 103 ; See also under Shares 
Forward Invoices, treatment of, 21 
Freehold Land and Buildings, valuation of, 89 
Furniture, Fixtures and Fittings, valuation of, 99 


Gambling Act, 1774. 731 

Garner v. Murray [1904], 212; Procedure following, 213 

General Auction Estate Co. v. Smith [1891], 309 

Goldjarb v. Bartlett [1920], 134 

Goldsmith's Book, 754 

Goods in Transit, Treatment of, 23 

Goods on Approval, 17 

Goods on Consignment, 17 

Goodwill, Balance Sheet, treatment on, 88 ; Partnership and, 135, t6i, 166, 172 ; 
Purchase, value of, 86 ; Purchase of Business, 440, 473 ; Price of shares and, 
357; Provision for reduction of, 82 ; Valuation of, 91; writing down of, and 
Articles, 86 

Government Stock, 307 

Gross Profit, Ascertainment of, 12 ; Departmental accounts and, 582; Increases 
in, 16: Trading or Manufacturing Accounts and, 13 
Ground Rent, Treatment of, 31 
Guarantee Company, 262 ; Must have Articles, 243 
Guaranteed Stock, 307 w 

Harman v. Johnson [1853], 127 ^ 

Hawksley v. Outram [1892I, 120 

Henry Jameson deceased, Re, Attorney-General v. Jameson and others [1905^, 
486 

Hire-Purchase, 671 ; Analysis of the Purchase price, 672 ; Payment by Instal¬ 
ment, Method of, 672 ; Purchases for Deferred Payments by Instalments, 
672 ; Sales for Deferred Payments by Instalments, 684 ; Treatment in Books 
of Account, 672 

Holder for Value, Banker as, 736 
Holder in Due Course, 779 

Holding Company, 464 ; see also Consolidated Accounts 
Holt v. Markham [19231, 746 

Hospital Income and Expenditure Accounts, 76 
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Income Accrued, Treatment of, 35 

Income and Expenditure Account, 72; Compulsory, 24 ; Difference between, 
and Receipts and Payments account, 73; General Meeting and, 72 
Increase of Capital (Company), 421 
Index of Members, 321 
Inscribed Stock, 307 
Insolvency, see under Bankruptcy and Deeds of Arrangement 
Inspection (Company), 345 
Inspection of Registers (Company), 321 
Insurable Interest, 731 

Insurance, distinguished from Assura^^ 729; Kinds of, 730; N<m-lariff 
Offices, 730; Tariff Offijjci** 73 © 
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Insurance Policy Method of Distributing Depreciation, 45 
Insurance Premiums, Treatment of, 33 

Interest, Accrued, treatment of, 100; On Capital (Partnership), 32, 140* On 
Drawings (Partnership), 32, 150; On Loans and Debentures, treatment of, 
32 ; 1 aid out of capital, 419 ; Received, treatment of, 32 ; Trade, treatment 
of, 32 

Invpistments, 87; Ledger for, 99; I’rofit on Sale of, treatment of, 36: Ouoted, 
87: Reserve Fund and, 100; Trade. 87; Unquoted, 87; Valuation of, 99 
Invoices (Forward), 21 

Irredeemable (Perpetual) Debentures, 310 
Issued Capital, 300 
Issue ok Shares at a Discount, 306 
Issuing House, 284 


Johnson v. Lyttlcs* I fan Agency [1^771. 

Joint Ventures, Book-keeping treatment of, 231; Defined, 251; Rules for 
accounts in, 232 ; When special treatment is required, 232 

Kendall v. Hamilton [1879}, 127 

Kingston Cotton AJitl Co. Ltd. 11896', 2S6, 288 


Lagunas Nitrate Co. Lagunas Nitrate Syndicate [1899], 282 

Lagunas Nitrate Co. v Schroeder [1901], 368 

Land and Buildings, Valuation of, 89 

Law Merchant the, Defined, 748 

I -ease Account, 38 

Leaseholds, Valuation of, 89 

Lease, Treatment of premium on, 89 

Leases and Sinking Fund, 36 

Lee V. Neiichatfl Asphalte Co., Ltd. (1889!, 52. 100 

Liabilities. C'ontingent, treatment of, 61; In Balance Sheet, 103 

Lien (Banker's), 760 

Life Assurance, see under Assurance 

Life Policies, Assignment^, 732, 733; Mortgage of, how affected, 733 
Limited Companies, Absoiption of, 467, 471; Age limit of Directors, 281 ; 
Agenda Book, 319% Allotment Letters and, 291 ; Return of Allotments. 290; 
Register of Allotments Returns, 320; Register of Allotment Sheets, 320; 
Amalgamation of, 464, 471; Annual Meeting, 342; Annual Report and 
Accounts of, 486; Annual Return, 324: Appointment of Directors, 281; 
Assets of unrealisablc value in, 87; Articles of Association of, 265, 272, 273, 
see also under Articles of Association; Variation of articles of, 271; Auditors 
and, 286, see also under Auditor; Balancing Share Register of, 420; Balance 
Tickets and, 340; Blank Transfer and, 340; Borrowing powers of, 309: 
Brokerage and, 285 ; Calls and. 291, 361, see also under Calls ; Calls in advance 
and arrears and, 298; ('all Book and 320; C'apital of, 300-305; Capital, 
increase of, 421; Capital, reduction of, 421, see also under Capital ; Certifica¬ 
tion and, 341; Register of C'ertificates and Balance Tickets and, 320; 
('ommon Seal of, 283 ; Company mc^Rigs and, 342 ; Consolidated Accounts 
of, 326, see also under Consolidated Accounts; Contrasted with Firm, 263; 
Conversion of Business into. 473; Conversion of shares of, into stock, 418; 
(Airrcnt assets and, 87: Debentures, see under Debentures ; Debenture 
Interest Books, 320; Debenture Holders of. Register of, 320, 333, 334; 
Debenture Stock Holders, Register of, and, 320, 334: Debenture Transfers 
and 341; Defined, 261; U^^^rs and, 281, see also under Directors; 
Directors* Attendance Booi!B® Directors, liability of, 281; Directors, 
loans of, 87; Directors, report of, 366, 487; Directors and Secretary of, 
register of, 331; Dissentient Shareholders of. 471; Dividends of, 364; 
Dividend Book of, 320, see also under Dividends; Documents to be filed with 
Register, 320: Exempt Private, 269; Extraordina^ General Meeting of, 
343; Extraordinary resolution of, 343; Financial assistance by, for purchase 
of its own shares, 300; Fixed and, 87; Forged Transfer and, 341; 

Formation of, 265; Giiarantee.Tlinited by, 1^; Holding, see under Con- 
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solidated Accotmfs; incorporation of, methods of, 261; Index of Members of, 
321: Inspection of, 345 ; Inspection of Registers of, 321; Interim Dividends. 
36S; Interest on shares of paid out of capital, 419; Kinds of, 262 ; Letter of 
regret and, 290; Losses of, prior to incorporation, 482 ; Members of, register 
of, 321; Memorandum of Association of, 265, 270, 271, see also under 
Alcniorandum \ Meetings of, see under Mretinas; Minimum Subscription, 
Minute Books of, 330: Mortgages and Charges of, register of, 331; 
Non-siatutory books of, 319: Opening entries in books of, 350, 351, 332; 
Ordinary Resolutions of, 343; Parliamentary. 261, 265; Poll and, 344; 
Posting Share RegisltT of, 321; Powers and Duties of Directors of, 281; 
Powers of Attorney of, register of, 320; Preference Dividend of, arrears of, 
367: Preliminary’ Contracts and. 279; Preliminary Expenses and, 279, 415; 
Shares of. at Premium, issue of, 357, 35S ; Private, 2O7 ; Probates Register of, 
3-0, 334 ; I Vocediire to record purchase of business by, 440; Profit and Loss 
Account and Balance Sheet (d, 487; Profits of, prior to incorporation, 482: 
Promoter and, 279: Prospectus and. 20O. 274, 275, 276, 277, see also under 
Prospectus ; l^roxies and, 343 ; Purchase of Business and, 440 ; Quorum and, 
345 ; Quoted lii\estmenls and. 87; Reconstruction of, 433, 454, 433, 471: 
Register of, closing of, 373: Registration of, 262; Resolutions of, 343; 
Resolutions of, requiring special notice, 344 ; Return of Capital to Share¬ 
holders, 432 ; Seal of, for use abroad, 284 ; Sealed Documents of, Kegistt'r of, 
335 J Sealed Documents, register of, 320; Secretary of. and, 2S9; Share 
Certificates anti, 299, see also under Shares', Share Certificates, register 0I. 
320; Shares of, at a Discount, issue of, 338; Share and Stock, Transfers of, 
333; Share Warrants and, 300; Shareholders rights and, 272; Special 
Resolution, 343; Splitting shares of. 416: Statement in lieu of Prospectus 
and, 260, 278, 279: Statutory, 261. 203 ; Statutory Jiooks and l>ocuments, 
3 tS; Statutory Meeting. 342: Statutory Report of, 412; Stock of, Register 
of, 320, .see also under Stoch; Stock Exchange Quotation and, 315; Stock¬ 
holders of, Register of, 320-332, 334; Subscription list and, 2S9; Trade 
Investments and, 87; Transfer Fees, Book of, 337; Transfer Fees of, Cash 
Book, 320; Transfer, form of, 337, 338; Transfer, liability of parties to, 
339; Transfers, register of, 320, 335, 33b; Transfers, Scrutiny of, 339; 
Transfer Stamp Duties and, 337; Ultra vires apts and, 284; Underwriting 
and, 284; Unlimited liability amt, 2O2 ; UiuiuJIfed Investments, 87; Valua¬ 
tion of Shares of, 4 84 ; Vendor and, 280: Voting anc|| 345 
I-iMiTicD Paktnership, 137, 138, 2ig-22o; Accounts o1. 221; Dissolution of, 
220; (reneral l^artners in, 220; Loans, treatment of, 222; Registration of, 
219: Rights of Limited Partners in, 220; Winding uy) of. 221 
Limited J\irtnership Act, 1907, 219 
Limited Partnership Rules, 219 
Lindlcy, /., On mines, loo; On Transfers, 335 
I-iQUiDATED Damages. 760; Defined, 777 
l^OAN Capital, 300 

Loans, Balance Sheet and, iot ; Financial assistance by company for purchase 
of its own sliares, 300; Interest on, treatment of, 32, 148; Life Policy, as 
security for, 417 

Lock V, Queensland Investments and LStrM MQt^age Co. [1890], 361 
Locker Cards, 644 

London and General Hank [1895], 286, 365 ^ 

Long Bills, 756 1 *. 

Loose Tools, Valuation of, 89 


Losses (Past) and Payment of Divideni»s, 66 
Ltd. (Ld.), Use of abbreviation apparentH|yegal 
with. 271 

Lucas V. Pitcgerald (1905), 368 QjT 




VV'hcn may be dispensed 


Machinery and Plant, Treatment of, in Balance Sheet, 93; Valuation of, 93 
Machinery Repairs, Treatment of, 30 

Managing Director, 283; Commission of, treatment of, 33; see also under 
Director 

Manufacturing Account, j^23 ; Cari^ge and, 30; Construction, 14, 15; 
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Divergence in form of, 14, 15; Factory manager’s salary and, 28; Machinery 
Repairs and, 29; Royalties and, 31 ; Specimens of. 14, 15 ; Trade Expenses 
and, 31 * 

Mead v. Hall, Baker Co., 288 

Mkktings (Company), 342 ; Annual f General, 342 ; Creditors, 453 ; Extraordinary 
(xeneral, 343 ; Poll at, 344 : Table A and, 3,^4 ; l^roxies at, 345 ; Quorum at, 
345 : Resolutions at, 344 ; Special Business at, 342 ; Statutory, 342 
Members, Rc^gistcr of (('oinpany), 319 

Memorandum of Association, 265, 320; Alterations in, 272; Borrowing 
powers and, 309; In what way binding, 271; limited in, 270: Maine of 
company anti, 270: Objects of Company and, 271; Registered Office and. 
270, 271 ; Share Capital and, 271; Subscribers to, 270 
Memorandum of Satisfaction, 334 

Metropolitan Coal Consumers’ Association v. Scrimgeour 11895"], 285 

Mines and Quarrif.s, Wasting nature of, 100; Royalties and, 686, 687 

iSfiNiMUM (Dead or Fixed) Rent, 687 

Minimum Subscription, 266 

Minute Books, 319, 330 

Mortality Tables, 730 

Mortgages, Assignment of Life Policy, by way of, 732; Definition of, 342 
Mortgages and Charges, Register of, 331, 332 

^ToRTGAGE J>EBENTUkES, 310 

Moscly V. Koffvfontein Mines (1904), 392 

Multiple Shop Concerns, 603; Branch Supplies journal specimen of, 606: 
Cash Sales and, 604 ; ("heck System and, 604; Depreciation of Assets how 
charged. (>07: Final accounts in, 1)07; Method of Accounting and, (104; 
Stock Requisition, 605 ; Warehouse Expenses, 607; Weekly Return, 605 

Negotiable Instruments, 763 7<)2 ; Examples of, 71)8; Share Warrants as, 
300 

Nell V. Lon^bottom [1894], 345 ♦ ^ 

Net Profit, Ascertainment of, fined, 13 

Net Profit Account, see under Appropriation Account 

Net Revenue Account, under Appropriation Are aunt 

Newton V. Birminffham Smml Arms Co. Ltd. [1906], 288 

Non-Cumulative PrA'krknce Shares, 303 

Notes (Company), 315 

Notice in Lieu oe Distringas, 390 

Noting a Bill, 777 

"Not Negotiable", 784, 785, 786 

" Not Sufficient ", 784 


*' Offer ?'or Sale", 284 
Official Receiver, 692, 693. 694, 60b 
Officiai- Seal for Use Abroad, 284 
On Appro., 17; Treatment of, 21 
Oncost, 655. 656, 657, 658, 659, 660 ^ 

Ooregum Gold Mining Co. v, AVi/’r*|^892j; 357 
Opening Entries (Company), 352 

Ordinary Resolution, 343 
Ordinary Shares, 304 
Overriding Commission, 285 


Package Stock Account, 

22; Specimen of, 19 
Package Trading Account, SpeciS 
Packing Materials, Treatment of, 


of cost of packing materials purchased, 
I of, 20 


Paid-Up Capital, 300 
Parliamentary Companies, 261, 265 


Participating Preference Shares. 303 

Partnership, Accounts, 142; AGi|^hat govern, 119*. Agreenmnt, 123, 133 , 
Amalgamation, guarantees on. 171; Amalf|^tion of two businesses and. 
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179; Annuities and, 182: Assets, revaluation of, in, 176, 193; Assignment 
of share in, 131, 132; Capital and Current accounts in, 142; Cessation of 
business and sale of assets in, 183; Consequences of Dissolution, 134, 135; 
Contents of Agreement, 123; Contrasted with Cimited Company, 263; 
Deceased Partner and, 137; Defined, 119: Determination of, 131 ; Disputes 
in, 130; Dissolution by Arbitrator, 134; Dissolution of, 132, 133, 134, 135, 
182, 183, 184, 189, 193, 201; Dissolution in limited partnershii>, 220; 
Dissolution of, loss on, 203; Dissolution, periodical payments during, 215; 
Distribution of Assets in Specie of, 193; Division of Assets in, 191 ; 
Drawings, method of recording in, 143-45; Elliott v. Elliott and, 216-18; 
Enforcing judgment against, 127; Expiration of, 131; Firm name, 121; 
Garner v. Murray Siud, 212-13; Goodwill and, 135, 161, 166, 172; Holding 
out and, 127; Incoming partner, liability of, 128; Infant in, 122 ; Insolvency 
in, 700; Interest on Capital of, 149; Interest on Dra\vings from, 150; 
Interest in lieu of Profits and, 203; joint ownership of property and, 120; 
judgment debt against a partner and, 132; Liability of members of, 12O; 
Liability for wrongs in, 127; Limited. 137. see also under Limited Partner^ 
ship] Limited partners and, 219, 220; Limited Partners, rights of, 220; 
Loans (Partners) in, 148, 174, 222; Losses in, 154; must be legal, 122: New 
Partner, admission in, 162 ; New Partner and re-valuation of assets in, 176; 
Outgoing Partner, liability of, 128; Premium for admission of new partner in, 
163: Property and, 132; Realisation Account and, 190, 192, 195; Idealisa¬ 
tion, loss on, 210, 212; Registration of Business Names in, 115; Relations 
of Partners in, 128; (to outsiders), 124; Remuneration of Partners in, 130; 
Rescission of agreement, 133; Revaluation of Assets in, 193; Rights and 
Duties in, uiter se, 129: Salaries in, 151; Sleeping partner and, 149, 223; 
Share of profits borne by other partners in, 158; Survivorship Assurance 
policies and, 174; Uberrima? fidei and, 130; W'hat creates a, 120, 121; 
What is not a, 120, 121; Winding up of a, 135, 223 
Partnership Act, 1890, 119 
Past Losses, Treatment of, in accounts, 

Patent File Co., lie [1871!, 309 

Patents, Valuation of, 97 ^ 

Payment by Instalment, see under Hire Piirchase^ccounts 
Plant Ledger, Specimen of, 98 ^ 

Poll, 344 t 

Posting Share Register, 321 

Powers ok Attorney, 320 

Preference Shares, 302 

Preferred Ordinary Shares, 303 

Preferred Stock, 307 

Pre-Incorporation Losses, 484 

Pre-Incorporation Profits, 482 

Preliminary Expenses, 279, 415: Treatment of, 33 

Premiums of Sale of Investment, Treatment of, 36 

Preparation of Accounts in Examination Work, 105-n 

Pre-preference Shares, 303 ^ 

Private Company, 267: Must have AnioL!;^73; Advantages and exemptions 
of, 268 ; Balance Sheet of, right to receiL’]^ 268 ; Ceasing to be, 268 ; Condi¬ 
tions to be complied witli by, 267. 26S; 1. "^ined, 267; Joint holders of shares 
in, 268; Must have Articles, 267, 268; T; de A and, 273 
Probates, Register of, 320, 334 

Profit and Loss Account, Advertising £^d,33; Aim of. 23, 24; Apprentice's 
Premiums and, 36; Capital and Revenfe 371 Carriage Outwards and, 

25; Commission and, 33 ; Deferred Expenditure and, 35; Depart¬ 

mental, 582; Depreciation and, 40; ;ffi«ctors' Fees and. 28; Discount and. 
33: Dividends paid and, 34; Entrwfee Fees and Subscriptions and, 37; 
Examination errors in preparing, 25, 26; Financial Expenses and. 35; 
Income accrued and, 35 ; Insurance and, 33 ; Interest on Loans and Deben¬ 
tures and. 32 : Machinery Repairs and, 30; Preliminary Expenses and, 34 ; 
Premiums on issue of share^nd, 36; on Sale of Investments and, 36; 

Renewals and, 28; Ren^fS^ates, and *^raxes and, 30; Return and, 30; 
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Royalties and, 31; Stationery. Stamps, etc., in hand and. 32 ; Stock in Trade 
and, 23; Trade Expenses and. 31; Trade Interest and, 32; Transfer Fees 
and, 36; Wages and, 27; Salaries and, 28 
Profit and Loss Account (Company), 487; Appropriation, 492; necessity for 
exactitude comparative, 49O 
Profit on Sale of Investment, Treatment of, 36 
Pro-forma Invoice. 245 
Promoter, 279 

Prospectus (Company), 2O6; Defined. 274; Goodwill and. 92 ; Liability under, 
274, 275 ; Statutory requirements, 275, 276, 277 
Provision, For Bad Debts, 62; Companies’ Act definition of, 60; Contrasted 
with Reserves, 59; Defined, 59; As defined in the Eighth Schedule, C. A. 
1948. 85; For Discounts, 64; Limited Companies and, 47; Treatment in 
accounts, 60 
Proxies, 345 

Public Company. Deferred, 267 

Purchasing of Own Sharks by Company, 300 

Quarries, wasting nature of, 100 
Quick Assets, see Current Assets 
Quorum, 345 

Ranee's Case, 365 

Rates, Treatment of. 30 

Rayner d* Co. v. Rhodes [1926], 220 

Receipts and Payments Account, 71 ; Difference between and Income and 
Expenditure account, 73 
Receiving Order, 692, 693, G94, 696 
RiicoNSTRUCTioN, 453, 454 » 455 . 47 i 

Redeemable Preference Sharf^* 57, 304; Redemption of, 390 
"Refer to Drawer", 209 u 

Registration^ Business Nam e^ . ,^2T 
Register ((:<Ihpany). Closing 4 llr 375 ' 

Register of Members (CApany), 321; Illustration of, 323 

Regret, Letter of, 290, *5 

Renewals and RepaWs, Treatment of, 28 

Rent, Rates and 1 'axes, Treatment of, 30. 31 

Repairs and Renewals Fund, 02 

Republic of Bolivia Exploration Syndicate Ltd., 288 

Reserve,' Defined, <59: Capital, 65 ; Contrasted with provisions, 59; As defined 
by Eighth Schedule of the C. A. 194^, 85; Depreciation. 63; Dividend 
Et|uaIisation O3; Fund or Account, 61: I-egal position regarding, 61 ; 
Repairs and Rentjwals, 62 ; Secret, 65; Treatment in accounts, 60, T05 
Reserve Fund or Account, 62 
Reserve Liability, 300 

Resolution, Company, Types of, 343; Requiring special notice, 344 
Returns, Treatment of, 30 ^ 

Revenue Accounts, 77 . 

Revenue Expenditure, Defined,•■JI; Differentiated from Capital Expenditure, 
27,28; In suspense, 39 ^ , 

Royalties, 31; Accounts of, 686 ; ^ftfined, 686 ; Development Expenditure and, 
686; Minimum Rent and, 687^ Alining and, 687; Short-working and, 687; 
Surface Compensation and, 6f *jyVayleaves and, 687 
Russel, On Goodwill, 93 « 

Salaries, Treatment of, 28 

Sale or Return, 17 

Sales Book, i 

Sales Ledger, 9 

Sales on Appro Journal, 19 

" Sans Recours", 781 

Scrip Dividends, 373 
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Sealed Documents, Register of, 320, 335 
Secret Reserves, 63 

Secretary, Appointment of, 289; Duties of, 289; Statutory Otlicc of, 289 
Secretary, Particulars of, lilustration of, 327 
Securitiics Received, Register of, 759 

lf-halancing Ledgers, Defined, 7; Construction of Control Account in, 9; 
Transfer journal in, S; Typical set of Hooks in, 4 
"Severn and Wye Railway Co., in He [1896], 3<)8 

Share Capital an^ Debentures, Summary of, Illustration of, 320 

Share Certificate Hook, Specimen of, 299 

Share C^ertificates, Register of, 320 

Share and Stock Transfers, 335 

Share Warrants. 300 

Shares, Bonus, 305; Bonus as dividend, 379; Hook of, 299; Calls on, 301, see 
also Calls ', Calls in advance, interest on, 3(11 ; Calls in arrear, interest on, 
303; Certificates, 299; C'onvertible Preference, 303 ; Co-partnership, 305 ; 
Cumulative l*reference, 303; Deferred, Management and h'ounders’, 304.; 
At discount, issue of, 358 ; Dissentient Sliarehohlers and, 471 ; I'orfeiture and 
Re-issue of, 3S3, 3S5; Interest paid out of capital, 419: Issue at Discount, 
306; Lien and Charges on, 3S9; Numbering of, 300; Ordinary, 304; 
Participating l*refcrence, 303; Pre-preference, 303; I’reference, 302; 
Preferred ordinary’, 303: At a premium, issue of, 357, 338; Redeemable 
Preference, 304; Redemption of Redeemal>le IVeference, 309; Re-issued at 
Premium, 387; Register of, balancing of, 420; Simple or N^m-Cunuilative 
Preference, 303; Surrender of, 389; Valuation of, 4S4; Valuing unquoted, 
485; Warrants, 299 
Siiortworking Accounts, 687 
Simple Debentures, 310 

Simple ok Non-Cumulative Preference Shares, 303 

Single Entry, Ascertaining profits under, Conversion into Double Entry, 23 ; 
Defined, r ; Statement of Affairs in 

Sinking Funds, 54; ContrasSted, 57; amount of instalments, 53; 

Deficiency or surplus on realisation of, 39"^s4)ctined, 53; For edemption of 
debentures, 37; How built up, 35; Uses of, 5tv 
Sinking Fund Account, 38; Illustration of, 408^ 

Sinking Fund Investment Account, 58: Ulustration^>f, 409 

Sinking Fund Method of Distributing Depreciation, 42 

Skring V. Greenwood [1825], 746 

Sleeping Partner, 149, 223 ; Defined, 123 

Special Manager, 696 

Special Notice, Resolution requiring, 344 

Special Resolution, 343 

Splitting Shares, 41b 

Stapley v. Read [1924], 60, 92 

Statement of Affairs. In bankruptcy, 693; single entry, 3 
Statement in Lieu of Prospectus, 266Goodwill and, 92; Requirements of, 
278. 279 

Statutory Company, 261, 265, 342 
Statutory Meeting, 413 

Statutory Report, 412, 413; lllustratioi ■‘if, 414, 413: Information contained 

in, 413 P 

Stock, Certificate of, 308; Deferred, 307;^ government, 307; Guaranteed, 307; 

Inscribed. 307; Preferred, 307 . 

Stock Exchange Quotation, 315 
Stock, Register of, 320, 334; Specini(^^v ,'332 
Stock in Trade, Valuation of, 22, 23, ; Valuation of, for B/S, 88 

Store-keeping, 643: Bin cards and, Efficient system of, 643; Incoming 

goods and, 643 ; Issue of goods from store, 647 ; Methods of arriving at values 
for entries, 651 ; Receipt of goods into Stores, 645 ; Records essential, 643 ; 
Stock-taking.' 652 ; Stores Ledger 650 

Stores Ledger, Illustrated, . 

Straight-link Method o^ '^STRiBUTrNG’^: 5 Wi*REciATiON, 42 
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SuBscRiBKD Capital, 300 
SuBscRiPTiOxN List, 289 

Subsidiary Company, 464, see also under Consolidated Accounts 
Sundry Creditors, Treatment, of, in Ji/S, .105 
Sundry J)1!:btors, Treatment of, in B/S, 101, 102 
Survivorship Assurance Policies, 174 
Sykes Case, 1872, 298 

Q 

Table A, 273; see also under Limited Company 
Taylor, Phillips and Rickard's Case '118971, 333 m 
Tax Reserve Certificates, 87 gj 

Tender of Debenture Stock, Speciimm of, 40.^ 

“ Terrier " (Plan of Estate and Rent Register), 30 

Timber Trade, Valuation of Stock in, 22 

'J'ooLS, Loose, see under Loose Tools 

Total Accounts, see under Sclf-halancing Ledgers 

Trade DisetiuNT, Treatment of, 23 

Trade Expenses, Treatment of, 31 

Trade Marks, Patterns, Dies, Drawings, Valuation of, 97 
Trading Account, 12-23; Construction of, 13; Departmental, specimen of, 16; 
Coods on approval and, 17; (ioods on consignment and, 17; Packing 
^Materials and, 21 ; Percentage. sp€*cimen of. 16; Specimen of, 14, 15; Stock 
in Trade, and, 23; Wages and Salaries and, 22 
Transfer I'ees, Treatment of, 36 

Transfer, Form of, 337, 338; Liability of Parties to, 339; Scrutiny of. 339; 

Stamp Duties on, 337; 'ITansfer Fees Book, 337 
rRANSFER Journal and Self-Balancing Ledgers, 8 
T ransfers, Register of, 320, 335; Specimen of, 336 
Transfers, Stamp Duty on, 473 
Trevor V. Whitworth [tS 881 , 357 

Trial Balance, Trading Accou' jv*rofit and Loss Account items in, 25 
Trustee, Pa* ners as, 127 

'Prustee in l kkuptcy, Appointment of, 713; Duties of, 713; Powers 

of, 713; Kemuncration .,1', 713; see also under 
Trustees in Deeds c*-; Arrangement, 722 
Trusts, Notice of and Limited Company, 322 


Vbcrrhntp fidci, assurance and, 729 
Uncalled Capital Account, 300 
Unclaimed Dividends, 370 

p Underwriting. 284; overriding commission and, 285; sub-underwriting, 285 ; 
Commission and, 284 

Unlimited Liability Company, 262; must have articles, 273 


Valuation Method of Determi \c Depreciation, 47 
Valuation of Assets, 87 
Valuation Premium (Assurance), 

Variation of Shareholders’ Rig 


Vendor, 280 
Voting, 345 


is 272 


ioi 


Wages and Salaries, treatment of. A, 28 
Waste, 40; Provision for. Legal a^j^^mmercial Views on, 47 
Wayleaves, 687 * J' \ 

Weston's Case, 335 

JVilmer v. McNamara, 92 fillj 

WiNDTNG-up (Partnership), 135; (LiraK.ifS» 4 ^artnership), 223 
Wine Trade, Valuation of Stock in, 22 
Work in Progress, Valuation of, 23; treatment of, loi 
Working Capital, 300 
Workmcn’s Compensation (1923 ^1 
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